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PPJ Home Safes Foster 
regular Deposits 


There’s many a slip between 
weekly wage packets and the 
bank. A PPJ Home Safe fosters 
immediate putting-by of small 
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With your nameand house mark 
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leather-cloth cover, these mod- 
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They are strong and durable,with 
a slot for coins and an aperture 
for notes. In fivecover patterns. 


Samples and prices 
will be sent gladly 
on request. 
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A Banker’s Diary 





FURTHER signs have appeared in the past month to reinforce the view that 
the phase of rebuilding of the sterling area’s gold reserves may be nearing 
its end—even in the absence of serious stresses from a 
Gold deepening of the American recession. The Chancellor, in the 
Tide on course of a moderately optimistic speech, has pointed out that 
the Turn? Britain’s recent further liberalization of imports from the 
O.E.E.C. area, and the relaxations of the emergency import 
restrictions imposed in 1951-52 by the rest of the sterling area, will strain 
Britain’s account with E.P.U. He expects the large accumulated debit 
balance to rise further in 1954, and Britain may be carried into a higher 
tranche of gold settlements. Meanwhile, Britain’s own direct dollar earnings 
have already begun to feel some effect from the American recession: exports 
to the United States, which did well in the year 1953 as a whole, dropped 
10 per cent. between the third and fourth quarters, and fell further in January 
—to rather less than their monthly average for 1952. In view of the continued 
decline in American business activity since the turn of the year, some further 
loss of British exports seems inevitable. 

Against this background, the smallness of the increase in the gold and 
dollar reserves in January assumes a rather sombre appearance. It amounted 
to $25 millions, so that, after allowing for a receipt of $15 millions from 
defence aid and a payment of $4 millions to the European Payments Union in 
respect of the December surplus, the surplus on other payments settled in 
gold or dollars amounted to only $14 millions—just $100 millions below the 
corresponding figure for December. Of that, however, about $50 millions 
was attributable to purchases of Soviet gold. It is particularly disappointing 
that the sterling area’s net dollar receipts should be fluctuating so widely at 
a season when sales of primary commodities ought to be at their peak. It 
seems at least possible that American purchases of sterling commodities have 
in fact been falling off in recent months and that the firm prices that have 
prevailed have been bolstered up by demand from other sources. 

Meanwhile, the sterling area’s balance with Europe continues its steady 
deterioration. A surplus of £4.7 millions with the E.P.U. was earned in 
January, but this was entirely attributable to a payment of {12} millions to 
Britain by the Dutch Government. This payment covered the next six 
annual instalments on wartime loans, totalling £45 millions, that were to be 
paid off in twenty annual instalments starting in 1948. The balance with 
Europe, it may be noted, was the first to plunge deep into the red in the 
crisis of 1951, and it was the first to recover in the autumn of 1952. It usually 
deteriorates in the spring and summer as payments for tourist expenditure 
and horticultural imports get under way, so that the large trading deficit 
already being incurred may be particularly ominous. The precise implications 
for the reserves of any such trend will, of course, depend on the outcome of 
the present discussions on the future of the E.P.U.; these are discussed in an 
article on page 128. 
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THE Tucker Committee on the difficult issues of taxation of pensions has | 
produced an eminently sensible report. It has worked its way perseveringly | 


through a welter of detail to reach conclusions based on acceptable 


The principles: moneys set aside to provide retirement benefits should | 
Tucker be exempt from taxation, the benefits when received should be | 


Report liable: a man’s earnings ought to be spread beyond his working 
life to cover the years of his retirement; and all workers, whether 


employed or self-employed, should be dealt with on comparable bases. The | 
existing arrangements are such a maze of confusion that it is not easy to | 
translate these principles into practice: existing contracts have created too | 
many vested interests for an entirely fresh start to be made. If the proposals | 


are accepted, persons with existing rights will remain undisturbed unless 
they opt to join schemes under the new rules, but new entrants must join the 
new schemes. For the future it is suggested that the schemes should normally 
provide for a two-thirds pension after forty years of work (or in exceptional 
cases after twenty years; the committee is sensitive about the mobility of 
older, highly skilled persons). The contributions of the employer (without 
limit) and of the employee (not exceeding 15 per cent. of annual income) to 
secure such rights will be tax free, and so will the income of the accumulated 
funds. The benefit will be mainly in the form of a pension that will be taxable 
as earned income; but up to one-quarter, with the generous maximum of 
£10,000, may be taken as a tax-free lump sum. This lump sum is something 
of a survival—an old English custom originally sacred to the Civil Service 
that is now to be elevated to the status of a national institution. Regretfully, | 
the Committee concludes that since this privilege cannot be taken away from | 
those who at present enjoy it, it must be given to all. 

Purchased annuities are at present subject to taxation in full: the lawi is | 
clear, but it is common sense to regard part of the annual payments as a return | 
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of capital. The Committee recommends that the law should give way to/ 


common sense. Income tax, it remarks in another context, is not a natural © 
law. If this change is made, the annuity form of investment, which is useful | 


in a world that does not encourage a man to leave his wealth behind him | 


when he dies, will be restored to respectability. 


THE Committee is clear in its diagnosis of the need to extend to the self- 
employed (and to controlling directors and employees not provided for or not 
adequately covered) the benefits now available to employees in 

Pensions approved schemes. The self-employed can no longer set aside 
for Self- sufficient savings to provide for their old age, nor can those of 


employed them who are professional people build up a saleable goodwill F 
as they often could in the past. These disabilities are mainly | 

due to the high rates of taxation since 1939. But the Committee does not [ 
rest its case on need. It concludes, subject to reservations by two of its / 


to spread the fruits of their labours just as are the employed; the fluctuating 
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members, that as a matter of principle the self-employed should be enabled | | 


earnings and uncertain retirement age of the self-employed are special factors 
that can be overcome by special measures. The proposals look fair, and 
commendably simple. A man who is in the self-employed or allied classes 
is to be permitted to contribute each year a specified percentage, usually f 


12 per cent., of his gross earned income to the purchase of a non-assignable § 
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policy of deferred annuity to become payable at a specified age between 
65 and 70. The policy cannot be surrendered and will be non-commutable 
except to the extent of one-quarter—the equivalent of the lump sum rights 
of the other classes. There will be special provisions for widows and 
dependants and for early death, and the annuities will start on the due date 
whether or not retirement begins then. The permissible percentage contri- 
bution, and the annuity funds of the insurance companies, will be free of tax. 
The percentage can be varied to allow for income ascribable to capital rather 
than to personal effort, and some increase is allowed for back service. The 
main objection of the dissentients seems to be that the self-employed usually 
have sufficient capital resources to provide for old age—an assumption that 
will no doubt surprise the one and a quarter million self-employed whose 
incomes are less than £{1,000a year. The minority report excludes professional 
men from its reservations because they usually do not employ capital. 

The total cost to the Exchequer of the various proposals is estimated, very 
tentatively, at about £77 millions a year, of which about three-quarters would 
be for the self-employed and employees not already provided for. This is on 
the unlikely assumption that all self-employed would take advantage of the 
new facilities. The cost would be large, but there are some offsetting con- 
siderations even on the financial plane. Whatever is exempted in the build up 
will become taxable when it emerges as benefit, although probably at a lower 
rate. More significantly, from the standpoint of immediate policy, a sub- 
stantial part of the Exchequer’s loss would be balanced by the resultant 
increase in personal savings—and contractual savings, at that—so that the 
risk of adding to the inflation potential would be slight. But if the Chancellor 
boggles at the cost to the Exchequer as such, he will still have to face the 
problem of equity. His problem then would be not so much whether he 
could afford to let the self-employed and other “ under-privileged ”’ classes in, 
but whether he ought to try to reduce the cost of doing so by spreading the 
burden over approved schemes as a whole. 


EARLY last month the Bank of France and a number of Federal Reserve 
Banks, including the New York Bank, reduced their official re-discount rates 
almost simultaneously—and caused a short-lived flutter of expec- 
Money tation in London that the Bank of England might follow suit, 
Rates especially as the previous reduction by the Bank of France had 
Easing occurred on the same day as the “‘ adjustment’ of the London Bank 
rate from 4 to 34 per cent. The basic flaw in that expectation is 
discussed in our opening article this month: briefly, America needs reflation 
and France thinks she can afford it, but Britain has had it already. The 
American reduction does not, in any case, represent any change in monetary 
policy and may not even portend an intensification of the policy pursued for 
these nine months past. The reduction from 2 to 13 per cent. reverses the move 
made early last year, but the tighter money tactics then pursued were in fact 
abandoned last May; thereafter, open market purchases by the “ Fed” and 
a reduction of the minimum reserve ratios required for member banks produced 
a progressive easing of the market, and the American Treasury bill rate had 
fallen to around 1 per cent. 
__ The expectation of a sympathetic move by the Bank of England, though 
influential in stock markets for a few days, was never seriously entertained in 
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Lombard Street. The cuts in overseas rates were not, therefore, the direct 
cause of the easing that has taken place in London market rates, though they 
have exerted a considerable influence indirectly. The discount market has 
for some time been facing recurrent spasms of strong “ outside ’’ competition 
at the Treasury bill tenders. In mid-January, after its allotment had fallen | 
to 43 per cent. of the amount applied for, it raised its bid by the equivalent | 
of 1/32 per cent. off the discount rate, and yet faced an allotment of only 36 | 
per cent. a fortnight later. Early last month, therefore, it conceded another | 
1/32 per cent., reducing the discount rate to approximately 2 1/16 per cent, | 
the lowest since the days of the 2} per cent. Bank rate. This improved the | 
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market’s share in the allotments for a fortnight; but on February 19, when | 
applications for the £240 millions of bills reached the record level of £399 


millions, the proportion slipped back to 45 per cent. 


The decline in the Treasury bill rate necessarily opened up an unjustifiable 
margin between it and the commercial bill rate, since that rate, after a brief 
spell of flexibility following the mid-September Bank rate reduction, has | 


become again a pegged rate. It had been held at 2 3/16 per cent. for the 


three months bank bill; but in mid-February, despite some differences of | 
opinion in the market, it was eventually agreed to reduce it to 2} per cent, | 
thereby restoring the margin to 1/16 per cent. That is a wider margin than | 
would exist in an entirely free market, and a wider one than obtained before 


the war; but, so long as the banks continue to exact a higher charge for cal] | 


money lent on commercial bills than on Treasury bills, the discount houses 
have some excuse for their policy. 

The Bank of England, it should be noted, no longer plays any part in 
supporting this rate agreement; but, equally, it has done nothing to foster 
the easier trend in the market—except in the sense that it could have stopped 
the movement had it wished to do so. Only one hint of that kind has been 
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given: in the special circumstances following the cuts in overseas bank rates, | 
discount houses were forced into the Bank on two successive days, though 


for quite small amounts. 


APART from that ephemeral hint, the only pointer to official policy has been 


that implied in the terms of the conversion operation for dealing with the | 
£412 millions residue of the 1952-54 War Bonds due on} 

Treasury March 1. The replacement stock, a new 3} per cent. Con- | 
Conversion version Stock, 1969, effectively offered at £99, continued the | 
Tactics policy of lengthening the life and had, indeed, a perceptibly | 
later date than anyone had foreseen; yet the issue terms | 

were pitched significantly above the market level. In the prevalent atmos [ 
phere, however, the risk of such tactics was slight; and in any case the authori | 
ties could well afford to run it—for it was known that they themselves already | 


held a large proportion of the maturing bonds. The conversion period spanned 
the cuts in overseas bank rates, and produced £340 millions of assents. Less than 


a fortnight later the trustee borrowers’ turnstile let through an {80 millions | 
cash demand by British Transport, in a further ¢vanche of its 4 per cent. 1972-77 | 
stock, offered this time at 101 instead of the 954 of end-1952. The terms for j 


this cash issue obviously could not have been pitched actually above the 











market level; but they were jammed hard against it. The ‘‘ departments’ | 
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clearly played their part in producing the over-subscription implied in the 
allotment terms. 

Now, therefore, the official portfolios are probably well stocked with 
medium-dated maturities. But the slightly forcing tactics pursued in fixing 
the terms of these issues have not over-reached themselves; the first issue, 
indeed, promptly lifted the market level to meet it. The authorities are 
obviously wise to edge up the life of replacement stocks, even though this 
policy may somewhat retard the pace of unloading. In this context, it may 
be noted that the new fifteen-year Conversion stock was represented in some 
quarters as having been specifically designed for the bankers; eventually, this 
single-dated stock will certainly be particularly suitable for bank portfolios, 
but at present it looks appreciably too long for most of them. 


THE seasonal contraction of bank deposits seems this year to have been rather 
sharper than usual. That, at least, was the experience in the first three weeks 
of 1954, when net deposits dropped by £138 millions, to £6,232 

Falling millions, compared with a decline of {110 millions in the corre- 
Bank sponding period of 1953. Moreover, in that first phase of the 
Deposits ‘“‘ revenue’ quarter, the Exchequer’s surplus, though better 
than last year, was showing a smaller gain than was achieved 

in subsequent weeks. The improvement shown by the January banking 
figures was not, however, wholly due to bigger seasonal repayments of indebted- 
ness by the Government; those repayments, computed in the usual way, 
totalled about £125 millions, compared with {115 millions last year, and so 
accounted for {10 millions of the £28 millions faster fall in deposits. The other 


Jan. 20, Change on 

1954 Month Year 

£m. £m. £m. 

Deposits - - oe -. 6456.6 — 237.6 + 197.3 
‘Net ’’ Deposits * 63 «- @002.1 —138.1 + 187.9 

% t 
Liquid Assets we xa ~» 2339.0 (36.2) —120.8 + 122.2 
Cash oi 53 — wa 526.0 (8.2) —- 15.8 + 28.3 
Call Money ~ in “ 482.6 (7.5) - 18.1 — 32.2 
Treasury Bills .. - ‘a 1254.0 (79.4) — 84.2 + 116.6 
Other Bills ie ss me 76.4 (2.2) - 2.6 + 9.4 
Investments plus Advances .. -- 3971.8 (61.5) - 10.2 + 70.3 
Investments... “ns - 2277.1 (35.3) + 1.9 + 129.2 
Advances - wit ea 1694.7 (26.3) —- 12.1 - 58.9 
* After deductinz items in course of collection t Ratio of assets to published deposits 


{18 millions resulted from a contra-seasonal decline in the credit requirements 
of the private sector: bank advances declined by just over £10 millions and 
portfolios of commercial bills by £2.6 millions (whereas last year they together 
rose by £5 millions). This decline does not necessarily mean, however, that 
the recently rising trend of demands from the private sector has been reversed: 
the increase shown in both advances and in commercial bills towards the end 
of 1953 was'so sharp as to suggest that special influences—possibly temporary 
year-end ones—were at work. 

Necessarily, the bulk of the month’s decline in deposits was represented 
by a decline in liquid assets; these dropped by {121 millions, with the result 
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that the liquidity ratio fell by 0.6 to 36.2 per cent. At the corresponding date 
last year the ratio was 35.4 per cent.; it reached its lowest point in April, at 


32.4 per cent. 


THE peak of the Exchequer’s seasonal surplus was reached early last month, 
and the closing weeks of the fiscal] year are likely to show a return to current 
deficits. But the flow this year has reached the best expecta- 

The tions. At end-1953, it will be recalled, the cumulative above- 
Exchequer line deficit stood at £545.7 millions, or £20 millions more than [ 
Surplus _ in the similar period of 1952-53. By the end of January this | 
relationship to 1952-53 had been almost exactly reversed, and | 

the cumulative deficit had been converted into a small surplus; by mid- | 
February this surplus had mounted to £211 millions, compared with one of | 
£173 millions at the similar date last year. In other words, the gain of £38 [| 
millions at that date comfortably surpassed the £21 millions improvement for | 
which the Chancellor budgeted last April (when he estimated his year’s surplus | 
at {109 millions, compared with the £88 millions realized in 1952-53). : 
An intriguing feature of this improvement is that it has not been wholly | 
due to the flow of revenue, good though that has been. The {£127 millions of | 
Supplementary estimates presented towards the end of 1953 for the Ministry | 
of Food were followed in early February by a further demand for £78 millions | 
(more than half of which was for Food and Agriculture), bringing the year’s 
total additional demands up to nearly {229 millions net. But, despite these 
heavy overspendings by the departments concerned, total above-line expen- 
diture at mid-February was showing a decline of {90 millions, or almost 
exactly the decline that the Chancellor originally envisaged for the full year. 
Moreover, a substantial part of this improvement has been achieved in recent 
weeks: at end-1953, the reduction amounted to only £49 millions. This good 
performance may not be fully held through the closing weeks of the year; | 
but it is evident that some departments—including the defence ministries— [ 
have considerably ‘‘ underspent ”’ the sums originally voted for them. | 
This year’s performance “ below-line ’’ has continued to better last year’s. 

At mid-February, net below-line expenditure, at £351 millions, was no less 
than £148 millions less than in the corresponding period of 1952-53, whereas 
for the full year the official forecasts had provided for an increase of £25 millions. 
To the extent of £40 millions the reduction was attributable merely to the 
operations through the Civil Contingencies Fund, and therefore may be 
narrowed before the year-end. Most of the remainder results from .a steep 
decline in borrowings by local authorities from the Public Works Loan Board. 
These authorities, as the Chancellor rightly assumed last year, have been 
coming only slowly to the stock market, but they have been using their new 
freedom to borrow outside the P.W.L.B. by reviving very vigorously their 
pre-war habit of borrowing through private channels—notably in the private 
mortgage market. The reduction of the Exchequer’s below-line outlays 
does not, therefore, represent any genuine saving. No hopes of tax reduction 
should be founded on the fact that the total Exchequer deficit, which the 
Chancellor expected to rise fractionally, will be substantially less than the 
£436 millions incurred in 1952-53. At mid-February, it stood at £140 millions, 
compared with {327 millions twelve months previously. 









































This Booming Recession 


OR the financial markets, this opening phase of 1954 has been one of 
}- intriguing contrasts and seeming contradictions. In the United States, 

business activity has slipped back a few more notches and still shows no 
sign of coming to rest. Yet by early February a new burst of strength on 
Wall Street had lifted industrial equities above their previous post-war peak, 
to the highest point, in fact, since 1929. In Britain, the new round of wage 
pressure has been piling up and pushing itself into other basic costs, notably 
rail freight charges and coal prices; and the rise in the gold reserves is 
slackening. Yet in Throgmorton Street just over a fortnight ago the most 
active dealings since the Daltonian cheap-money boom had carried industrial 
equities to within a fraction of the all-time peak touched in that frenzied phase 
of rash policy and bemused markets. 

Both Wall Street and London have since dropped back from those dizzy 
heights; and it is tempting to deduce that market men were just a shade 
disconcerted to find the levels bearing comparison with those two ominous 
years, 1929 and 1947 respectively. But, in fact, most of them probably never 
gave a thought to that particular superstition. In London, at least, although 
profit-taking compressed quite a sharp decline into four days, there are many 
who believe this to be an instance of reculer pour mieux sauter. However that 
may be, the pause provides an opportunity, and a much-needed one, for 
taking bearings afresh. 


EQUITIES COUNT THEIR BULL POINTS 

It is fashionable to argue that the rise in London markets, precisely because 
they have shown such calm indifference to the threats from the trend of 
American business, has been of strictly domestic origin. And purely domestic 
influences do, indeed, provide an ample explanation. There is first the fact, 
as indicated by the industrial share index of the Financial Times, that two- 
thirds of the whole rise in London equities from their ‘‘ intermediate’ low 
point of last May occurred after the mid-September reduction in Bank rate 
(the stock markets never did fully grasp the explanations, given in these 
columns and in most other responsible journals, that that move was more a 
technical adjustment than a gesture of confidence). There is the still more 
important fact that from the latter part of 1952 onwards industrial production 
in Britain was recovering from its setback, and carrying with it the level of 
current business profits. As THE BANKER pointed out at the time of the 
Bank rate reduction, each successive batch of company accounts published 
thereafter was likely to show a diminution in the percentage rate of decline 
in aggregate published profits by comparison with the previous year’s profits, 
with the prospect that accounts published early in 1954 would in the aggregate 
show a return to plus. This not-very-difficult forecast has since been con- 
firmed: the latest of the monthly analyses made by the Financial Times 
showed that 122 industrial companies reporting in January earned in the 
aggregate 6.4 per cent. more gross trading profits in their latest accounting 
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years than in the corresponding previous years. Thirdly, there is the highly § 
influential fact that, even in the phase when most companies: were reporting | 


lower profits (but currently earning larger ones in most cases), the new stage 
in the dividend thaw was leading to an increase in aggregate distributions. 
These domestic influences, and some others that are only partially of home 


origin—notably the rise in the gold reserves and the strength of sterling— | 
have seemed to most market interpreters to provide in themselves a more | 
than sufficient explanation of the boom in British industrials. Undoubtedly, | 
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it is from them that the impetus has come. Yet it is hard to believe that the | 
London markets, even when climbing fast, have not been looking over their | 
shoulder at the business trend in America. There is still, therefore, a measure | 


of paradox about their confidence; for, however soothing the comments from 


public spokesmen in Washington and New York, it never was possible—and 


certainly is not possible now—to be sure that the American recession will remain 
a ‘“‘minor”’ adjustment. But if London markets had been seriously worried 


about the American uncertainties, the domestic bull points would surely have | 
been much less influential, and some of them would indeed have been weaker | 


in themselves. In an atmosphere of apprehension about the future of world 
trade, many boards of directors would surely have thought that to pay larger 
dividends while reporting lower profits would have been tempting providence, 


however impressive the earnings cover. And would the “ take-over ’’ bidders | 


then have been applying their spurs quite so energetically ? 


GREEN LIGHT FROM WALL STREET ? 


The key to the paradox of London’s calm in the face of American uncer- | 
tainties seems to lie, in fact, in the behaviour of Wall Street.. For the past | 
six months or so there has been a striking relationship between the behaviour | 
of the two markets. It is true that in the late spring and summer of last — 
year there was no such relationship. Wall Street, with due foresight, was | 
signalling uncertainty while American business activity was still climbing | 
towards its peak. After a break and rally in the first quarter of 1953, the | 


Dow Jones index of industrial stocks fell steeply and almost continuously for 


six months, reaching its lowest point of 255 in mid-September, a decline of | 
over 124 per cent. During the last four months of this phase, the Financial | 


Times ordinary share index was moving in the opposite direction—it climbed 
by nine points (nearly 8 per cent.) from its lowest 1953 level. But this rise 
still left it, on the eve of the Bank rate reduction, nearly two points below the 
peak of 125.0 touched in the previous spring. The implication seems to be 
that London refused to take Wall Street’s worries seriously so long as the 
source of the worry was not already clearly visible in the current indices of 
American business. 

But from the very moment when American business indicators first showed 
conclusively that the recession was under wav, Wall Street started its recovery 
—and that happened to be virtually the moment of the reduction in the 
London Bank rate. In seven weeks to early November, the Dow Jones indus- 
trial index recovered twenty-one of the thirty-seven points lost earlier in the 
year, a rise of over 8 per cent. (to 276). In that same period, the seven weeks 
after the Bank rate reduction, the Financial Times index of British industrials 
rose eight points (nearly 6? per cent.) to a peak of 131.5 on November 7. 
Significantly, both markets then paused together, and the pause lasted until 
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the year-end; by that time Wall Street had on balance gained only a further 
four points (less than 13 per cent.) whilst London had actually slipped back 
slightly. In the New Year, both markets resumed the advance, Wall Street 
vigorously and London, at first, cautiously. In three weeks Wall Street 
gained 3 per cent. and London 1 per cent.; but in the following three weeks, 
beginning on January 21, London climbed fast and uninterruptedly, passing 
Wall Street on the way and adding 5.8 per cent.—to reach its peak at 140.2 
on February 9. 

Displayed in this detail, the parallelism of the two markets is impressive. 
The record suggests that London’s underlying confidence over these six 
months, which left it free to heed the bull points of domestic origin, has been 
less attributable than is popularly supposed to the so-called “ green light ” of 
the Bank rate reduction, the colour of which was always in dispute. A very 
large part of it seems to have been signalled by the clear and bright green 
light from Wall Street. London refused to be troubled by the downward 
trends of American business indices if Wall Street itself could so blithely 
ignore them. 

The first condition for continued firmness or further advance in London 
seems, in fact, to be the absence of any new wave of nervousness on Wall 
Street. Marketwise, and on a moderately short view, the behaviour of Wall 
Street may be more influential than that of the direct indicators of the course 
of America’s recession. Wall Street’s forward judgment was so evidently 
right in the phase when it was falling that London market observers may 
tend to assume that it is right now. That facile assumption does, however, 
demand some qualifications. When all reservations have been made, it still 
appears paradoxical that Wall Street should have risen to its peak when the 
American economy was already in a recession comparable with that of 1948-49 
—a recession now fully nine months old. It is true, of course, that the 7 per 
cent. decline in American industrial production between July and December 
last still left the average for the year 1953 as a whole at a new high point, 
and no less than 8 per cent. above the average for 1952. This illustrates the 
speed with which the American economy can move—in either direction—even 
when the adjustments are regarded as “‘ minor”’ ones. But even the sunniest 
of the shrinking band of optimists would not dare to predict a turn so soon 
and so strong as would be needed to save the 1954 average from falling below 
1953s record; January’s level was already 63 per cent. below it. 

This is not the moment to survey the many indicators again; the latest 
batch is set out and briefly discussed in our regular ““American Review ”’ on 
page 170 of this issue, and a detailed appraisal was attempted in our opening 
article last month. The conclusion then was moderately optimistic—with 
many reservations. All that need be added now is a warning that the next 
few months will provide the first real testing time. If the curve of decline 
does not then begin to flatten out, and the Administration has not then rushed 
in with corrective measures—including a quick reflationary revision of the 
President’s recent budget proposals—a sombre prospect will emerge. 

The London markets would be wise to watch this test at least as closely 
as they watch Wall Street. There is room for suspicion, in any case, that 
Wall Street lately has been influenced less by its observation of the business 
scene as such than by the barrage of reassuring comment that was being put 
up by Washington spokesmen—as well as by the President’s economic advisers 
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in the recently published Economic Report. But American authorities are 
already admitting that the downturn is proving to be sharper than those f 


advisers assumed when preparing the Report. As for the assurances from 
politicians, they are principally significant for the hopes they raise of quick 


palliatives in case of need. In this context, the reduction of the rediscount F 


rate of the Federal Reserve Bank of New York (and of several other cities) 
from 2 to 1# per cent. early last month shows that the “ Fed ”’, at least, would 
be fast off the mark. But the move can be read in two opposite ways—on 


the one hand, as a comforting and helpful precaution; on the other hand, as § 
a warning, a sign that the authorities have grown more anxious and are con- | 


cerned to give the one stimulus that is easy to apply without delay. 


This last point, incidentally, shows how foolish were those Londen cptimists | 


who supposed that the “‘ Fed’s”’ reduction, virtually coinciding with a reduc. 


tion of the Bank of France’s rate (from 34 to 34 per cent.), ought to be followed § 
by a further reduction in the Bank of England rate. This market hope—the 


disappointment of which on February 11 was partly responsible to. the profit- 


taking relapse—wholly missed the vital point. The “ Fed’s ”’ move, on either | 


of the above interpretations, is part of a deliberate monetary effort to prevent 
further deflation of an economy that is already in a state of moderate under- 


employment. France’s move, too, is part of an effort at reflation, a peculiarly | 
French (and peculiarly unorthodox) effort, for France is also suffering from 
under-employment, chiefly in consequence of her high level of costs. But § 


neither the orthodox American move nor the unorthodox French one can be 
regarded as setting an example for the British authorities. Britain had its 


under-employment in 1952, and duly received its reflationary dose almost | 
twelve months ago—in Mr. Butler’s budget of tax reliefs deliberately given | 
to accentuate the revival of demand. Considered solely as an effort at refla- 7 


tion, the prescription has worked most effectively according to plan—so 
effectively, indeed, that Britain’s economy is now being steered much nearer 


to what Mr. Butler last autumn called the primrose path of inflation than to 7 
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the ‘‘ waste land’’. Even if wage pressures and foreign competition were not | 


mounting ominously together, even if stock markets were not strong and 


active, and even if rising dividends were not under frequent and usually mis | 


informed popular criticism, it would be very rash to give the economy now | 


yet another shot in the arm, by deliberately cheapening money. 


RISING OUTPUT AND THAWING DIVIDENDS 

At this point, the survey of factors underlying the London markets returns 
at last to the domestic influences. And it must be admitted that on a short 
view, and strictly in the context of stock markets, the domestic omers still 
look favourable. The spontaneous recovery of demand plus the budget 
induced demand raised aggregate industrial production for 1953 to 5.7 pef 
cent. above the (moderately) depressed 1952 level and 3 per cent. above the 
aggregate for 1951. By the criterion of yearly volume of output, Britain, like 


the United States, has been enjoying an unprecedented boom—but with the f 


important difference that Britain’s output still seems to be moving upwards 
The provisional index of industrial production for last Decemkter was 73 pet 


cent. above that for December, 1952; and unemployment’s rise in the month ? 





to mid-January was less than seasonal—to 373,000, or 79,000 less than at F 


mid-January, 1953. 
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The significant fact, marketwise, is that the effect of the industrial growth 
of recent months has yet to show itself in published company accounts. For 
some time to come there should be a continuing stream of good news about 
past trading, and this should justify the market’s hopes of a further thawing 
out of dividends—provided that directors are not oppressed by major threats 
to current and future earnings. If—and it is a big “if ’’—the American 
threat does not grow much darker, stock markets may not regard the domestic 
threats as immediately menacing. 

But, though the markets have given little heed to them, the domestic 
threats to Britain’s stability in the slightly longer run are very apparent. By 
far the most serious is the wage pressure, and the danger that resistance to it 
may provoke wider industrial disturbances than have been seen so far. The 
Chancellor recently affirmed that Britain had reached a position of “ com- 
parative safety’; yet he predicted a further deterioration of Britain’s 
account with E.P.U. and pointed out that exports to the United States are 
now declining. The balance of payments as a whole is likely in any case to 
weaken further this year, and neither it nor the level of the reserves is in a 
condition to afford for long any cushion against a deterioration in Britain’s 
relative competitive power or a reversal of the recent strong improvement in 
the terms of trade—even if American activity is tolerably well maintained. 
The margin between stability and renewed crisis is still disturbingly narrow, 
despite all the progress since 1951; and too little of the additional resources 
available in this past year have been devoted to widening it. 

These sources of underlying weakness may not, however, obtrude themselves 
as active factors in stock markets—so long as there is no real dip in America 
and so long as serious labour disturbance is avoided. And if, on the most 
optimistic assumption of all, the American “‘ adjustment ”’ soon levelled out 
and then gave place to recovery, the weaknesses might be mainly concealed 
from most market observers for some time. In that event, a continuance of 
good reported company profits and, probably, of more liberal dividend policies 
would be much more influential upon industrial equity values as a whole 
than dangers that could plausibly be represented as merely contingent. 

Meanwhile, there remains as an immediate market factor the shadow of 
the budget. For the consumption goods trades, it is now a lighter shadow than 
in most recent years, since the Chancellor has ended the customary pre- 
budget uncertainty among buyers by announcing that no-changes will be 
made in purchase tax schedules before or in this year’s budget. On the other 
hand, the tone of his remarks in that context and on certain other recent 


occasions ought by now to have dispelled the illusions fostered by good 


fevenue returns and by the facile argument that a Tory Chancellor, having 
once discovered the magic of “‘ incentive’ budgeting, would be bound to try 
the same trick again. The scope for further relief this year cannot be large, 
and is certainly not to be compared with last year’s. 

In essence, therefore, the argument about equities returns to virtually the 
same dilemma that was posed in these columns in the early autumn—to the 
opposing pulls of good past profits and thawing dividends on the one hand 
and of American uncertainties on the other. But there is the difference that 
the level of London industrials is now 10 per cent. higher than it was then, 
while the American “‘ adjustment ”, barely visible then, is now all too apparent. 
The elementary rule-of-thumb for British investors now is—watch Wall Street. 
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Convertibility— Whose Move Next ? 


HE prospects for sterling convertibility have unquestionably receded : 


still further during the past few weeks; yet the subject is as lively an 
issue as ever in international discussion. Britain itself has taken no 
further positive initiative; but the question has recently been stirred up from 


four different sides. There has been, first, the comment on convertibility made F 
by the Randall Commission, with its indication of the attitude of official and / 
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influential private opinion in the United States—an attitude that is now shown | 


to be far removed from the wishful thinking in America on this subject in the} 


earlier post-war years. Secondly, issues appear to be coming to a head between | 
the continental “‘ converters ’’ and the British proponents of the status quo in| 


the sharpening debate on the future of the European Payments Union that § 


is proceeding within the Managing Board. Thirdly, Germany has taken the! 


initiative in a number of important moves towards freedom of trade and_ 
payments in a bid to snatch the leader’s sword in the European march to/ 


convertibility from Britain’s now relaxed grip. Finally, the Organization for | 
European Economic Co-operation has come down in its annual report on the | 


3 


side of those who emphasize the need to stimulate demand in Europe even at | 
the cost of losing external reserves—an approach that has obvious and impor- | 
tant implications for convertibility. . 

These four developments make up a rich, varied and intriguing chapter in| 
the convertibility story. Britain no longer commands the title rdle in thee | 
episodes, as it did in 1952 when there was so much talk of the “ dash for 
convertibility ”’ or in 1953 when “ the plan”’ evolved at the Commonwealth | 
Prime Ministers’ conference was being displayed before the shy and reticent / 
eyes of Washington and Paris. But Britain still appears, both directly and by/ 
implication, in all of them. | 


RETREAT FROM ‘‘ GLOBALONEY ”’ : 


Whatever the illusions of the more starry-eyed continental liberals, the, 
Randall Report made it clear that American opinion is now convinced of the} 
central part that sterling must play in any move towards freer payments | 
The Randall Commission showed a somewhat surprising—and very welcome? 
—return to favour of the “‘ key currency ”’ ideas of Professor John H. Williams, F 
who was a member of the Commission. These ideas were formulated toward | 
the end of the war and particularly during the great American debate on the 
Bretton Woods institutions and the British loan. Professor Williams dismiss¢d | 
the general approach to the problem of currency stabilization, such as that} 
represented in the establishment of the International Monetary Fund, as part} 
and parcel of the impracticable “‘ globaloney ” that characterized so much oF 
the international aspects of the New Deal. He suggested that the billions | 





dollars that the United States would make available in this universally dis 

persed effort to restore currency stability and freedom of payments would bf 
far better spent in underpinning the key currency—sterling—and in fostering} 
the conditions in which sterling might become truly convertible. He maintained f 
that a satisfactory sterling-dollar relationship would provide the basis on whit f 
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all other and subsidiary stabilization schemes could be built. This thesis may 
have expected too much from the United Kingdom of the immediate post-war 
years; but in the context of 1954 it is of distinctly practical interest. 

The approach of the Randall Commission to the question of sterling con- 
vertibility was not only practical; it was also unmistakably cautious and 
“ pradualist ’’. The Report recognizes that inconvertibility evolves from 
deep-seated and structural causes that have disarranged the triangular and 
multilateral pattern of world trade and payments, and does not believe that 
it is merely a reflection of inflation in countries other than the United States. 
The Report consequently does not favour a dash for convertibility or a jump 
into completely free rates of exchange, but a functional and empirical approach, 
It praises the gradual steps that have been taken by Britain, such as the 
reopening of the commodity markets. And it looks with some sympathy on 
the concept of a “floating rate’’ of exchange by which, presumably, it 
means a wider tolerance for exchange fluctuations than is permissible to-day 
under the rules of the I.M.F. agreement. 

But the important and positive aspect of the Commission’s view of con- 
vertibility is its recognition that sterling is the key currency, financing 40 per 
cent. of the total trade of the world (much of it between countries outside the 
sterling area) and consequently, if it were convertible, would be exposed to 
trade, financial and speculative pressures to a far greater extent than any 
other European currency. From this analysis, the Commission was naturally 
led to recommend measures through which Britain’s reserves might be 
strengthened. The best immediate assistance that the United States could 
give would obviously be to implement at once the tariff and other fiscal 
recommendations of the Report.* 

But the Randall Commission also made two recommendations specific to 
strengthening Britain’s reserves. The first was that the holdings of gold and 
convertible currencies of the International Monetary Fund, which now amount 
to $3.3 billions, should be mobilized to permit a far greater proportion to be 
used as a reserve backing for sterling. But its more significant, more exciting 
and more practicable suggestion was that the Federal Reserve system should 
explore with foreign central banks the possibility of arranging standby credits 
or lines of credit as a “‘ confidence reserve ’’ for convertible sterling. There 
are many precedents for such arrangements in the inter-war period; particu- 
larly important was the assistance provided by the Federal Reserve Bank 
to Britain on its return to gold in 1925. 


PRESSURES FROM EUROPE 

A very different emphasis has been evident in Paris, where some quite 
heated argument has been taking place within the Managing Board of the 
E.P.U. atcut the prolorgation of the Union beyond June 30 next, when its 
present term expires. The great issue concerns the toughening of E.P.U. in 
consonance with its ultimate—and originally intended—transformation into 
a wider system of multilateral payments. The big creditor countries, notably 
Western Germany and Belgium, have suggested that a larger slice of the 
settlements of debits or credits with E.P.U. should be in the form of gold 
and a smaller slice in credit. The creditors have also coolly proposed that 








* These recommendations, and the reaction in the United States to them, are discussed from 
& Sympathetic American standpoint in an article on page 133 of this issue. 
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overdrafts with the Union of more than eighteen months’ standing should be 
funded and repaid in gold over a specific term of months or years. This isa 
demand aimed like a dagger at the heart of Britain—which is overdrawn with 
E.P.U. to the tune of about £200 millions, all of which has been outstanding 
for over two years. The British representatives have quite naturally retorted 
that any such arrangement would compel Britain to treat Europe as the 
hard-currency area it would have become—and to cut back hard on its 
liberalization of imports from Europe (which has now reached 75 per cent. of 
its European imports in 1949). 

The British attitude in this dispute is grounded in the conviction that 
ultimately E.P.U. and most of its works will be merged into the sterling 
system. In some respects this merging is already taking place. Most of the 
purely clearing functions of E.P.U. are now being performed by the arbitrage 
mechanism of comparatively free foreign exchange markets in the main 
financial capitals of Europe. In these operations involving the day-to-day 
and almost hour-to-hour settlement of intra-European payments, sterling and 
the London market are coming to play an increasingly dominant part. 

But the clearing of intra-European payments is only one of the functions 
of the E.P.U. Another is the extension of automatic—and, while the Union 
continues in existence, timeless—credits. These credits perform two distinct 
functions. In the first place they provide the addition to liquidity that was 
once provided by the international banking machinery of the City of London, 
and that can be obtained to-day—though only to a limited extent—from the 
stand-by credits of the International Monetary Fund. But the E.P.U. credits 
provide in addition strong and decisive incentives to Governments in their 
trading policy; the fact that credit extended to debtors is automatic and 
virtually timeless means that restrictions on imports from countries within 
the area can be—and have been—far less stringent than those on imports 
from countries with which trading deficits have to be settled fully in gold or 
dollars. 

The argument about the extent of E.P.U.’s credit facilities is thus 
essentially concerned with the degree to which the distinction between pay- 
ments within the E.P.U. area and outside it should be dismantled—a process 
that would, of course, be the method of propelling the E.P.U. in the direction 
of convertibility. In this tussle, Britain is battling consistently for main- 
tenance of the status guo. There is no enthusiasm amongst the British 
representatives for an early move of the Union into that wider system of 
which E.P.U. was intended to be a precursor. It should be noted that Britain's 
unwillingness to commit itself to a specific term for the repayment of its 
E.P.U. debt is due not only to expediency—to the fact that such repayments 
might involve another contraction in imports from E.P.U. countries that 
would be wholly foreign to the spirit of the Commonwealth’s new “ collective 
approach ”’ towards greater freedom of trade and payments. The reluctance 
to be tied to specific action over this overdraft is caused also by the view—a 
rather wishful one—that it is in some respects the equivalent of the working 
balances which other countries would be maintaining in London if the sterling 
system were in full swing. The official British hope, apparently, is that 
sooner or later, as E.P.U. disappears, that part of the overdraft with E.P.U. 
that has not been repaid will be converted into sterling and held by other 
E.P.U. countries as freely available working balances in London. 
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Pleas for caution and empiricism find little support in certain circles on 
the Continent, where the advance to convertibility has taken on some of the 
aspects of a crusade. The hustlers in the convertibility race are now unmis- 
takably to be found in Western Germany, where they find their gospel from 
the lips of Dr. Erhard and his minions in the Civil Service and the financial 
press. When Germany speaks of convertibility the word does not indeed 
carry quite the same meaning as it does in relation to sterling. The deutsche- 
mark is still an essentially parochial currency. To make it convertible into 
all other currencies need imply neither the dangers nor the significance for 
the rest of the world that would be involved by the convertibility of sterling. 
The Swiss franc has, after all, been convertible for years. But the fact that 
it, like the deutschemark, is not an international currency—and that the 
Swiss authorities maintain restrictions on the acquisition by foreigners of 
Swiss francs by transfers of capital and on re-exports of goods imported from 
the dollar area—has limited the implications of the convertibility of the 
Swiss franc broadly to Swiss residents. 

Despite all the German talk of the need for a rapid advance to converti- 
bility, the deutschemark is still in many ways a far more restrictive currency 
than sterling. Germany has still a network of bilateral payments agreements, 
such as those with Latin-American countries, and on the whole they compare 
very unfavourably with the freedom of the sterling transferable account 
system. An element of multilateral freedom has recently been introduced 
into these arrangements by allowing deutschemarks to be transferred between 
the bilateral agreement countries. Another advance by Germany has been 
the abolition of the restrictions on the transfer of earnings from investments 
—including earnings on assets purchased with blocked marks. And restrictions 
on the transfer of the smaller of the blocked mark balances themselves are 
being eased almost week by week. 

The most striking move which Western Germany has recently made 
towards freer trade and payments has, however, been the decision to lift 
restrictions on the import of some 2,000 items of goods from the dollar area, 
bringing the proportion of dollar imports that are licence-free to 40 per cent. 
This action conforms to the widest definition of convertibility and that which 
is now advocated by most authorities—including the Randall Commission, 
which “ would deplore a merely formal convertibility maintained through 
trade restrictions’. It believes that “‘ the removal of restrictions upon pay- 
ment and upon trade should go hand-in-hand ”’. 


GERMAN CONVFRTIBILITY AND E.P.U. 

It is just such a liberalization of dollar imports, however, which could, 
without adequate controls on re-export, make the convertibility of even the 
deutschemark alone a convulsive force capable of upsetting the whole balance 
within the E.P.U. This would happen if traders in other E.P.U. countries 
were allowed to funnel dollar goods through Germany—as they did in the 
early days of E.P.U. through Belgium. The authorities in Bonn have indeed 
laid down that the re-export of liberalized dollar goods will be permitted only 
to hard-currency countries, except in those cases where the goods have under- 
gone a genuine process of further manufacture in Germany. The practical 
effect of these regulations will almost certainly depend on the stringency with 
which they are operated; but it is difficult to see how the Germans will be 
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able to check a substantial drain on their dollar reserves (and a simultaneous 
increase in their balance with E.P.U.) without an intolerable degree of control, 
Dr. Erhard may yet learn that to go it alone on convertibility may be less 
glorious a venture than some of his more enthusiastic crusaders have cared to 
think. Even if deutchemark convertibility is conceived as convertibility on 
the Swiss pattern rather than that conceived in Great Britain (where the 
privilege is usually proposed to be reserved first for foreign holders of sterling), 
the traders of the rest of inconvertible Europe will be showing an unfamiliar 
lethargy if they fail to cash in on this new source of profitable arbitrage in 
dollar commodities. Britain need not necessarily be too concerned, therefore, 
that the next moves along the road to convertibility will probably be made 
by Germany in concert with other hard-currency countries of the Continent— 
in particular, Belgium and the Netherlands. 


THE O.E.E.C. REPORT 

The differences in approach to the question of convertibility that exist in 
Europe at the moment are likely to be sharpened by the latest exhortations 
from the O.E.E.C. in its annual report. The Paris experts draw a scmewhat 
sombre picture of a European economy in which a considerable measure of 
slack has already appeared. They argue that this slack does not look like 
being taken up in the visible future by an automatic expansion in demand; 
domestic demand within Europe is now losing the stimulus imparted by the 
dynamic expansion of the German economy in recent years, and European 
exports are likely to be checked by a fall in the prices of primary commodities 
—which would produce an improvement in the terms of trade of very mixed 
benefit. Although the report is by no means pessimistic about the American 
outlook, it points out that, if the recession in the United States continues its 
course, there must be an appreciable effect on the demand for European goods 
—less directly than indirectly through the effect of lower American imports 
of raw materials on the purchasing power of Europe’s associated overseas | 
territories. The O.E.E.C. report is, therefore, concerned at least as much 
with any further decline in the pace of European production as with the danger 
of a renewed crisis in Europe’s balance of payments. The loss of reserves 
resulting from the stimulation of demand is seen as the necessary price for 
taking up the slack in the European economy. 

If it were certain that the concentration on full employment alone on the 
lines envisaged by the O.E.E.C. report were possible without more than a 
minor loss in foreign exchange reserves, then many would accept this emphasis 
out of hand—although the day on which convertibility of European currencies 
became a reality would have been postponed somewhere near the Greek 
kalends. Unfortunately, the price of full-blooded Keynesianism in a really 
serious world deflation is likely to be much higher—and for very vulnerable 
countries such as Britain might involve the wholesale collapse of the pattern 
of foreign exchanges. But this question of what would be the most appropriate 
balance between the external payments account and the internal employment 
situation in a really serious deflation—as opposed to a minor American reces 
sion—is likely to be a side issue at the forthcoming meeting of the Ministerial 
Council. The real problem in Paris will be to decide what practical arrange- 
ments concerning European trade and payments should be made now that 
the vision of early convertibility for sterling is so evidently receding. 
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After Randall—an American Assessment 
By Richard N. Gardner 


(Teaching Fellow in International Legal Studies, Harvard Law School) 


N little over three years the American people have been treated to four 
| major reports on their foreign economic affairs. That is some indication of 

the painstaking re-examination that has been taking place in this area of 
American policy. The first three of them—known respectively as the Gray, 
Rockefeller, and Bell reports—were sponsored by a Democratic Administration 
and were written mainly by professional economists, civil servants and private 
citizens sharing liberal views on matters of trade and investment. Largely 
oblivious to problems of domestic politics, these studies sought orly to hasten 
America’s adjustment to its position of overwhelming dominance in the 
economy of the free world; in particular, they made bold recommendations 
for a sweeping reduction in American trade barriers and a substantial increase 
in the outflow of American investment. But not one of their major proposals 
has ever been translated into the official policy of the United States. 

That same fate is unlikely to befall the report recently published by 
President Eisenhower's Commission on Foreign Economic Policy. Headed 
by Mr. Clarence Randall of the Inland Steel Company, this commission was 
composed of both Republicans and Democrats, with a healthy majority of 
the former. Its professional economists were far outnumbered by representa- 
tives of banking and industry and both these groups were overbalanced by 
members of Congress. Taken all in all, the Randall Commission represented 
a pretty fair cross-section of the complex and diverse forces that shape the 
foreign economic policy of the United States. 

No one who has closely observed these forces in action can fairly claim 
disappointment at the work of the Commission. To be sure, its report calls for 
an ending of foreign grants-in-aid except to support the military forces of 
America’s allies. It urges that public loans for other purposes be reduced 
so far as possible. In particular, it rejects the view that the United States 
government should make additional funds available either to underwrite 
an attempt at convertibility or to stimulate the economic development of 
underdeveloped countries. But these trends in American opinion were under 
way well before the last election. The reports published during the Truman 
administration only obscured them and raised false expectations abroad about 
the future policies of the United States. If it did nothing else, the Randall 
Report would have served a purpose by defining in unmistakable terms the 
present limits of American action. 

But the contribution of the Randall Report is not only a negative one. 
The wide diversity of views held by its authors might have caused it to be 
filled with internal contradictions or inscrutable generalities. Its sponsorship 
by a Republican administration might have marked it as the herald of a 
retreat to economic nationalism. As it turns out, the Randall Report avoids 
a'l these pitfalls. In the development of a nation’s responsibility there is far 
more than a quarter century’s difference between the querulous “‘ they hired 
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the money, didn't they "’ of Mr. Calvin Coolidge and the insistence of Mr, 
Randall and his colleagues on “ consistency and continuity ”’ in the conduct 
of America’s foreign economic affairs. Indeed, the Randall Report is permeated 
by the recognition that there are other criteria for American actions than their 
impact on the American economy alone. Its thinking was dominated through- 
out by “ the sober realization that the policies pursued and the actions taken 
by the United States in respect to foreign economic policy profoundly influence 
the destinies of all the peoples of the world ”’. 


THE TARIFF PROPOSALS 

The Commission does its best job of giving substance to these sentiments in 
its discussion of American trade and tariff policy. It rejects summarily the 
favourite argument of American protectionists that high tariffs are necessary to 
protect American workers against unfair competition from cheap foreign labour, 
and asserts that tariff concessions should be withheld only where the wages in 
question are substandard in terms of the levels prevailing in the exporting 
countries themselves. The Commission dismisses with equal firmness the idea 
once shared by both American political parties—and embodied in tariff legis- 
lation up to 1934—that the purpose of trade barriers should be to “ equalize 
costs of production’. In the light of American history it is particularly re- 
markable to find~a Commission dominated by Republicans asserting that 
‘ differences in cost provide the foundation of international trade just as much 
as such differences make possible trade within nations. Neither low wages nor 
low unit costs, in and of themselves, constitute ‘ unfair competition ’.” 

How does the Randall Commission embody this liberal philosophy in specific 
proposals? It does not prepose that the United States make across-the-board 
tariff cuts on a unilateral basis but rather that it continue its present policy of 
selective and reciprocal reduction. It recommends a renewal for three years of 
the Reciprocal Trade Agreements Act, whose great achievement was the 
transfer of the tariff-making power from Congress to the President. In place 
of his present authority to reduce tariffs to 50 per cent. of their 1945 levels (a 
power largely exhausted in the bargaining at Geneva and Torquay) the 
President’ would be given additional powers—for example, to reduce any 
existing rate by 5 per cent. a year over the three-year period. This proposed 
modest grant of authority is significant not because it would facilitate a large 
short-run increase in American imports but because it would provide assurance 
that the United States could continue to lead in the process of tariff reduction 
through the General Agreement on Tariffs and Trade. The President would 
also be authorized to reduce—in stages—to 50 per cent. ad valorem or. its 
equivalent any rate in excess of that figure. The adoption of this proposal 
might mean substantial increases in American imports of certain products ‘that 
face extremely high duties at the present time. Among the beneficiaries 
would be British producers of china, toys, lace items, textile fabrics, and metal 
and chemical wares. 

These proposals for increasing the President’s powers of tariff reduction 
are coupled, however, with recommendations to retain the ‘‘ peril point ”’ and 
‘‘ escape clause ’’ provisions of the present law. Under these procedures tarif 
concessions are not to be offered and past concessions are to be withdrawn 
when they result in imports that ‘‘ cause or threaten serious injury ’’ to 4a 
domestic industry. The Randall proposals would maintain the present power 
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of the President to disregard the recommendations of the Tariff Commission on 
minimum rates or rate increases when the President finds that the national 
interest requires it. Under the Truman Administration the use of this executive 
power combined with responsible action by the Tariff Commission confined 
use of the “‘ escape clause ’’ to three cases involving $3,000,000 in trade. Since 
then two high-tariff supporters have been appointed to the Commission and 
Mr. Brossard, a protégé of Senator Smoot (co-sponsor of the Smoot-Hawley 
tariff), has become its chairman. But President Eisenhower himself retains 
a liberal outlook on trade policy, as was demonstrated by his recent rejection 
of the Tariff Commission’s recommendation to raise duties on hand-blown 
glassware. The President felt that the facts of that case did not show 
conclusively that the industry’s difficulties were due to imports rather than 
other factors and he emphasized his desire that “‘ any modification of existing 
concessions be made only on the basis of a clear-cut demonstration of serious 
injury resulting from increased imports reflecting the tariff treatment under a 
trade agreement ”’. 
: ATTITUDE OF CONGRESS 

With sympathetic administration, therefore, the Randall proposals might 
mean a moderate increase in American imports. But have they any chance of 
securing Congressional approval? The answer depends in large part on the 
chairmen of the House and Senate committees that have jurisdiction over 
trade matters. The chairman of the first of these committees, Representative 
Daniel Reed of New York, is probably the most extreme protectionist in the 
entire 83rd Congress: he and one other member of the Randall Commission 
produced a Minority Report dissenting from the tariff proposals and virtually 
every other recommendation. The chairman of the Senate committee, Senator 
Eugene Milliken of Colorado, might be described as a ‘‘ moderate ’”’ pro- 
tectionist: he did not join in the Minority Report but filed a separate state- 
ment expressing doubt on some of the tariff proposals and expressly reserving 
his freedom of action. If Representative Reed continues his irreconcilable 
opposition, he could produce a bitter battle in the House of Representatives, 
but it is unlikely that in the end he could prevent approval of the proposals 
by a majority of Democrats and liberal Republicans. The attitude of Senator 
Milliken, on the other hand, could be decisive. Equipped with a keen intelli- 
gence and unusual powers of advocacy, he is one of the four or five most 
influential men in the present Congress. It was largely to prevent his outright 
dissent that his colleagues on the Commission recommended only a three-year 
(rather than permanent) extension of the Reciprocal Trade Agreements Act 
and decided to retain the “ peril point’ and “‘ escape clause ”’ procedures. 
If the Senator accepts the compromise that has been offered him, that extension 
and the additional executive powers recommended by the Commission stand a 
good chance of Congressional acceptance. If he does not, the very renewal of 
the Act will be in jeopardy and the additional executive powers (especially that 
to reduce tariffs that are above 50 per cent.) may be doomed. In this event 
the decisive factor will be the extent to which President Eisenhower himself 
decides to employ his executive powers of patronage and his influence on 
public opinion to force the legisiation through. 

It is possible, of course, to give disproportionate emphasis to the novel 
elements in the Commission’s tariff proposals. The crucial need is for the 
Reciprocal Trade Agreements Act to be renewed in some form and for the 
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nations of the free world to be reassured that the United States is not returning 
to its former policy of extreme protection. If the act is renewed—and present 
expectations are that it probably will be—the focus of attention will tum 
to other American trade policies whose combined protective effect is nearly as 
great as the tariff itself. These the Randall Commission treats with the same 
liberal approach it displays on the tariff issue. It proposes to amend the 
‘‘ Buy America ’’ Act so that the President would have power to exempt from 
its provisions bidders from nations that accord American bidders equal treat- 
ment with their own nationals. As an alternative, it suggests that pending this 
amendment the President should simply exercise the power he now has to direct 
procurement agencies ‘“‘ in the public interest ’’ to consider foreign bids on the 
same basis as domestic bids. The Randall Commission also urges the passage of 
the pending legislation for simplification of customs valuation and proposes 
new legislation to simplify in turn the system of customs classification. It 
proposes not only the elimination of legislation requiring carriage of govern- 
ment-financed cargo in American vessels but also a more temperate use of 
shipping subsidies that would take account of the availability of foreign ships for 
American security requirements and the importance of shipping earnings in 
the balance of payments of foreign countries. Finally, it recommends elimi- 
nation of the present high and inflexible agricultural price supports, which 
require resort to subsidies and import quotas inconsistent with America’s 
liberal professions in the foreign economic field. 

For the first two of these proposals the political prospects are reasonably 
good. Although the Congress may be reluctant to accept a formal amendment 
to the “ Buy America’ Act, it might acquiesce in executive administration 
that nullified the Act’s practical effect. Progress toward simplification of 
American customs laws could also be achieved if the President exercised the 
necessary initiative. On the other hand, outright repeal of discriminatory 
shipping legislation appears unlikely, as the vigorous objections from shipping 
interests and their spokesmen testify. The Randall Report's discreet reference 
to the inter-allied shipping pool, however, does suggest the bare possibility 
that the Administration might in its merchant marine subsidy programme 
take greater account than formerly of the availability of foreign vessels. The 
resolution of the perplexing problem of American agricultural policy is still a 
remote prospect depending to a considerable extent on the need to cultivate 
the farm vote in coming elections. 

The Randall Commission’s general approach to trade policy, therefore, is 
a modestly liberal one. But its specific proposals, and more particularly those 
that have any chance of immediate enactment, could have only a minor effect 
in the next few years in raising the supply of dollars the United States makes 
available to the outside world. In determining the magnitude and stability 
of this supply the level of American business activity will almost certainly 
be a more important factor. Indeed, the Commission itself recognizes that 
there has been an “‘ overemphasis ”’ on the tariff and other aspects of American 
trade policy: it doubts whether any changes that the United States could make 
would themselves “ provide the full answer to the problem of imbalance’. 
Is there anything else, therefore, that the United States is prepared to do in 
helping to solve the problem? 

Unfortunately, the answer is—not much. As indicated earlier, the Com- 
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ng — mission adopts Washington’s prevailing mood of economy and rejects the 
nt suggestion that substantial outlays of public funds should be employed to 
m strengthen the economy of the free world. To fill this vacuum it turns hope- 
as fully to the private investor. It revives a number of rather shop-worn “ in- 
ne § centives ’’ which for some years have exercised the wits of economic, financial, 
he — and legal specialists. To begin with, the Commission suggests, the American 
m — Government should reduce the surtax rate on income earned abroad and 
it- — should make it easier for foreign investors to claim the credit for foreign tax 
1s — payments to which they are presently entitled in computing their tax liability 
ct § tothe United States. In addition, it should guarantee private investors against 
he such hazards as wars and revolutions as well as those of inconvertibility of 
of currency. It should also give full diplomatic support to foreign investors, 
es f particularly through the conclusion of bilateral investment treaties with 
It | — capital-importing countries. Finally, it should amend the anti-trust laws so 
m- | that they do not reach American corporations engaged in foreign commerce. 
of § 

‘Or LIMITED SCOPE FOR EXTERNAL INVESTMENT 
in | Even in the unlikely contingency that all these proposals were quickly 
ni- | adopted, they could hardly effect a significant increase in the flow of private 
ch | investment funds from the United States. The rather technical proposals 
1's to make the tax credit more readily available may be justifiable on their merits, 
_ but they could be no more than a marginal factor in inducing investment 
ly — abroad. The proposal to reduce the present corporate tax rate on foreign 
nt — earned income by 14 percentage points would simply generalize a_ benefit 
on | _ that is already enjoyed by corporations trading in the Western hemisphere— 
of § and in this area that benefit has provided a windfall to old investments rather 
he |  thanastimulus tonewones. Past experience with the guarantee against incon- 
ty |  vertibility is also a poor augury for the success of this kind of incentive. So 
ng | complex have been the administrative problems involved that the Export- 
ce Import Bank and private investors have been unable to agree upon payment 
ity by the Government under a single guarantee contract. As for the conclusion 
ne of investment treaties, they have done little in the past to create a suitable 
he | — climate for American investment in places where such a climate did not already | 
1a exist. The proposal to shorten the reach of the anti-trust laws in foreign | 
ite | | commerce is a perennial favourite; but this superficially innocent proposal | 
_ masks such a host of technicalities that it would be long. before it could be 
is — translated into a politically acceptable legal formula. 
se It is clear that the Randall proposals on trade and investment policy do not 
ct | by themselves spell the answer to the problem of disequilibrium between the 
es —| | United States and the outside world. The Commission points out that ‘‘ the 
ity United States cannot do this job alone. Our actions must be matched by 
ily | comparable efforts on the part of the other nations of the free world.”” The 
at somewhat petulant repetition of this sentiment at a number of points in the 
an | report might suggest to some that the Commission thinks the “‘ dollar problem ”’ 
ke can be exorcised and multilateral payments restored simply by the application 
. of appropriate belt-tightening by Britain and other countries. But to draw 
in this conclusion would be entirely wrong. The Commission is notably less 
| aggressive in its attitude towards the economic practices of its allies than was 
the American Treasury under the Roosevelt and Truman administrations. 
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Question No. 2 
How do I invest in Unit Trusts? | 


Units in the Bank Insurance Trust group can be purchased 
through your local bank, stockbroker or other approved 
agent at a price which is calculated and published every 
day. The price is net and includes all costs of purchase. : 
It represents the current value of the investments in the 
Trust Fund and is calculated in the manner laid down in 
the Trust Deed and sanctioned by the Board of Trade. 
You may purchase any number of units, subject only to a 
minimum holding which varies from ten to twenty units. 
A certificate of ownership is issued. Distributions of 
income are made half-yearly by the Trustee Banks, 
accompanied by an informative report by the Managers. 


AN EXAMPLE OF DISTRIBUTIONS 
AND APPRECIATION OVER TEN YEARS: 


Name of Trust Units Gross distribution Offer price 
per 100 Units ten years ago & today 


1943/4..£3.7.5 | 1944.. 17s. 9d. 
1953/4..£5.4.2] 1954.. 25s. 6d. 


Offer price 24th February: 25/6d Yield: £3 .16.5% 
TRUSTEES AND BANKERS: WILLIAMS DEACON’S BANK LIMITED 


Insurance- Units 








For full particulars of Insurance-Units and the other Units 
jin the Group, including prices and yields, apply through 
your stockbroker, banker, solicitor or accountant, or direct 
to the Managers :— 


Bank Insurance Trust Corporation 


LIMITED } 
30 Cornhill, London, E.C.3 


Scottish Office: § St. Andrew Square, Edinburgh, 2 
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The Randall discussion of convertibility and the dollar problem make 
remarkable reading in this respect. The Commission makes it clear that it 
regards the achievement of multilateralism and balanced trade as a formidable 
and long-term task. It estimates the “ concealed dollar gap” at $2 to $3 
billions a year, and points out that this gap might be increased by an American 
slump or an adverse change in Western Eurojp«’s terms of trade. While 
recognizing that inflationary domestic policies and overvalued exchange 
rates can be obstacles to equilibrium, it specifically rejects the view that they 
are the only obstacles at the present time. Indeed, the Commission deliberately 
allies itself with those who believe in a long-run dollar problem—with emphasis 
on ‘‘ structural *’ causes and particularly “‘ the growing predominance of the 
United States in the world economy, which has intensified the effects abroad of 
short-term economic fluctuations here, and the longer run disparities in pro- 
ductivity and real income ”’. 

In this diagnosis the Commission goes a long way towards meeting prevalent 
British opinion. The same may be said of its specific prescriptions. The 
Commission avoids the attitude that once characterized American policy 
towards sterling and the sterling area. It does not regard sterling as just one 
of many currencies but rather as a “‘ key currency ”’ that finances 40 per cent. 
of world trade. It does not consider that the canons of multilateralism require 
the dismantling of sterling area controls with every increase in sterling area 
reserves. Consequently, although it affirms that convertibility remains an 
‘indispensable *’ condition for the achievement of America’s foreign economic 
objectives, it does not feel that British reserves are sufficient to attempt con- 
vertibility at the present time. It wants not a “‘ dash ”’ for convertibility but 
a ‘‘gradual and controlled’ approach. Finally—and this the Commission 
considers important enough to place in bold type—“ the decisions, the methods, 
the time table, and the responsibility for introducing convertibility should rest 
with the countries concerned ’’. If the hand of one member is particularly 
apparent in these recommendations, it is clearly that of Professor John H. 
Williams of Harvard University. Professor Williams’s argument for a flexible 
scheme of monetary co-operation hinged closely to sterling was lost in the 
pre-Bretton Woods debate in 1943, but the Randall Report is in a sense his 
final vindication.* 

The Report makes two proposals for implementing this “ key currency ”’ 
approach. The first is for a substantial loosening of the provisions of the 
International Monetary Fund so that a larger portion of its $3.3 billions in 
hard currency resources could be used to support sterling when and if an 
attempt at convertibility is made. The second is for closer Anglo-American 
co-operation at the central bank level through the extension of stand-by 
credits from the Federal Reserve System. The Fund recently indicated its 
willingness to extend such credits by waiving both the limitations on drawings 
permitted within a given time period and the need for specific Fund approval 
every time a drawing is made. But unless some way can be found to get 
round the outer limits of sterling area drawing rights imposed by the present 
distribution of quotas it is difficult to see how the total amount of Fund re- 
sources made available in this way could much exceed $1.5 billions. At the 








* This point is discussed further on pages 128-129 of an editorial article in this issue.—Ep. 
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same time, responsible estimates of the stand-by credit that the Federal 
Reserve might grant do not go much above $0.5 billions. Thus, even if both 
these proposals were adopted, the reserves on which the sterling area could 
restore a multilateral regime would still amount to only around $4.5 billions. 

These proposals are perhaps more significant as indications of the present 
direction of American opinion than as specific devices of financial assistance. 
The Randall Commission justified its proposal for a Federal Reserve credit 
on the ground that ‘it could be handled more flexibly and informally, and 
therefore more effectively, than a formal grant by our Treasury’. Here is 
implicit reference to a plan for convertibility that was both rigid and formal 
—and hence ineffective—the Anglo-American Loan Agreement. This emphasis 
on the tentative and pragmatic as opposed to the doctrinaire and legalistic 
approach to foreign economic policy may turn out to be the most important 
aspect of the entire report. 

It may be argued, of course, that this is not enough. Renunciation of 
protectionism, modest advances in commercial policy, flexibility in co-operation 
with allies—suppose all these were translated into action. Would they form 
an adequate basis for Anglo-American economic collaboration in pursuit of 
multilateral trade? Perhaps not. But it is just as well to face the fact that 
in proposing these things the Randall Commission has, in the words of the New 
York Times, “‘ gone as far as possible and perhaps in some cases even farther 
to facilitate an increased United States contribution to the economic health 
of the free world ”’. 








British Banks in Town and Country 


An Artist’s Sketchbook 
By Geoffrey S. Fletcher 


page of this sketchbook by the National Provincial Bank at Leatherhead, 

was adopted in the Middle Ages wherever building timber was plentiful. 
This was not only in Essex and some other counties in the South and Midlands, 
but also in Lancashire and Cheshire, where it continued to be the prevailing 
style much later than elsewhere. 

The charming and perfectly preserved timbered building that now serves 
as a branch of the District Bank appears to have been built in the sixteenth 
century—probably by the Legh family who were, and still are, great land- 
owners in the district. It is almost certain that the bank stands on the site 
of an even more ancient building. 

The present structure, which has been most carefully preserved, has been 
occupied by the District Bank since 1919; .originally, it was the old priests’ 
house of Prestbury. It stands opposite the medieval church and was formerly 
the residence of the vicar of the parish. There is a tradition prevalent amongst 
the oldest inhabitants of Prestbury that at one time, when religious and 


Ts half-timbered style of architecture, which was illustrated in the July 
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Specially drawn for THE BANKER by Geoffrey S, Fletcher 


District Bank Ltd., Prestbury, Cheshire 


political disturbances were common, a secret underground passage connected 
the house with the church. It is maintained indeed that when the church 
was closed against him during the period of the Commonwealth, the vicar, 
with an adroitness worthy of the Vicar of Bray, conducted his religious services 
from the little central balcony connecting the two wings of the building over 
the doorway seen in the drawing. It is also said that during the not infrequent 
visitations of the plague the worthy pastor avoided the dangers of contagion 
by assembling his parishioners in the village street and preaching to them 
from his convenient elevation. 
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Japan’s Challenge in Asian Markets 


that was signed at the end of January aroused the usual complex of 

emotions, but with unusual force. The result was that Ministers who 
had negotiated an agreement with which they had good reason to be satisfied, 
were forced by political pressures to play down the scope for competition 
from Japan in both the home market and in the overseas sterling area. This 
may have helped Conservative members of Parliament who sit for con- 
stituencies in Lancashire or the Potteries, but it has made it still more difficult 
to ensure that the agreement is fairly viewed in its wider setting—against the 
background, that is to say, of recent trade relationships between Japan and 
the sterling area, and of the rdle of post-war Japan in world trade, and 
especially Asian trade. 

Japanese competition has for decades now been a subject that it is less 
fashionable to analyse than to decry. In recent years the ravages of war, 
the special influences of occupation and the cold war, and the burden of 
inflation have wrought great changes in the Japanese economy and export 
trade, so that the extent and regional impact of Japanese competition has 
been greatly transformed. 

The driving force behind the recent payments agreement was Japan’s 
acute shortage of sterling. In 1951 and the first half of 1952 Japan cashed 
in on the sterling area’s post-Korean spending boom and succeeded in building 
up large—embarrassingly large—sterling balances. But in the early summer of 
1952 Japan’s exports to the sterling area were subjected to the full force of 
the sterling countries’ emergency cuts in imports, and Japan’s sterling earnings 
began a decline that has proceeded ever since. At the same time, Japanese 
imports from the sterling area moved sharply upward—owing mainly to large 
purchases of wool from Australia and raw cotton from Pakistan. To finance 
the resultant sterling deficit, estimated at over {120 millions for 1953, Japan 
was forced not only to pay away the greater part of the £130 millions of sterling 
it had accumulated by the middle of 1952, but to resort to two painful 
expedients in order to keep its working balances in sterling at an adequate level. 

These expedients consisted of purchasing sterling from the International 
Monetary Fund to the extent of some £44 millions (thus depleting the Fund's 
sterling holdings and correspondingly widening the margin for British pur- 
chases of other currencies from the Fund in the future); and of exchanging 
spot dollars for spot sterling in the London market, against an option to 
repurchase the dollars in three months’ time. Large receipts from off-shore 
orders for United States forces in Korea and from the personal spending of 
American agencies and service men in Japan itself have kept Japan’s dollar 
accounts in a relatively comfortable condition, but there was no possibility 
that Japan could (or would) finance for long in dollars a large sterling deficit 
that was mainly caused by the sterling area’s stringent import restrictions. 
The British negotiators, as Ministers have since emphasized, had to plan for the 
restoration of an approximate balance in sterling-Japanese trade; the only 
question was whether that balance was to be achieved by pushing trade 
upwards or downwards. 


| tha trade and payments agreement between the sterling area and Japan 
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But this was really only an academic question; to achieve a balance by 
the contractionist route would have meant a drastic curtailment of Japanese 
purchases from the sterling area—surely an unthinkable proposition. But the 
expansionist route could not be precisely mapped out; the negotiators had 
inevitably to depend upon only tentative estimates of some of the future 
flows of trade, and this uncertainty gave particular scope for the development 
of criticism of the agreement. Its aim is to bring Japanese purchases from 
the sterling area up from around £130 millions to something over £200 millions; 
and to allow exports from the sterling area to fall from their high level of 
over £250 millions in 1953 into approximate balance with the enhanced 
volume of imports. There is little uncertainty about the nature of the 
United Kingdom’s modest share in these additional imports of Japanese 
goods that may be expected to result from the agreement; the Board of Trade 
has published a detailed list of goods on which quotas for 1954 have been 
relaxed. These include £3 millions worth of grey cloth, apparel to the value 
of £300,000, cotton and rayon piece goods to a similar amount, toys worth 
£150,000, and smaller quantities of buttons and studs, pottery, and electrical 
goods. But these concessions total little over £4 millions—and their pros- 
pective effect on the Anglo-Japanese balance of payments is partially offset 
by Japan’s promise to take an extra {2 millions of British woollen and worsted 
manufactures and £70,000 worth of motor cycles, as well as to give “‘ guaran- 
tees’’ on sales of sterling oil to Japan and the exhibition of British films there. 

It is the overseas sterling area, therefore, that will receive the bulk of the 
projected increase in imports from Japan. The British Government, of 
course, has no control over the import policies of the Dominions; and at this 
stage, moreover, it has little effective control over the quantity of additional 
imports from Japan that will in fact flow into the colonies. The Government 
could keep a certain check on those imports so long as the Colonial Govern- 
ments were under pledge to cut down on imports from Japan in accordance 
with general sterling area policy; but no such control is likely to be possible 
in the phase of vigorous expansion. The Government has in fact now 
informed colonial authorities that they may import from Japan in 1954 
“up to their estimated requirements for their own consumption and for the 
entrepot trade.’’ The extent of Japanese competition in the colonies and 
the Asian dominions—which is where British manufacturers fear it most— 
is thus largely undetermined. Certain colonies, such as Kenya, have already 
announced the continuance of an extremely rigid import programme from 
Japan for this year; others, and also the Asian dominions, may decide to take 
advantage of the increased latitude allowed to them and may permit imports 
from Japan on a scale that offers a real challenge to British manufacturers 
—and primarily, of course, to Lancashire. 

The post-war trends in the direction of Japanese exports suggest that the 
biggest challenge is likely to come in non-Communist Asia. The combination 
of a number of different influences in recent years has caused a large swing 
in Japanese exports to these markets. The extent of that swing is illustrated 
in the table overleaf. The proportion of Japan’s total exports sent to ‘“‘ other 
Asia’ increased sharply from 20.8 per cent. in 1935-37 to 29.2 per cent. in 
1952 and 30.2 per cent. in 1953. In earlier post-war years the swing was still 
more marked; in 1951 over 46 per cent. of Japan’s exports were sent to these 
countries. (It should be noted, however, that the absolute volume of Japanese 
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exports to these countries has not regained its pre-war level.) As the fall 
in this proportion in 1952 (and in the absolute volume in 1953) of Japan’s 
exports to Asian countries outside the Chinese orbit was wholly concentrated 
on exports to the sterling markets of Asia, it seems reasonable to conclude 
that the major factor was the arbitrary effect of the sterling countries’ import 
restrictions. Moreover, the increased importance of non-Communist Asia in 
Japan’s export trade is further under-stated by the grouping adopted in the 
table, since Formosa is included with the ‘‘ China orbit’’ countries, and 
Japan’s exports to Formosa have increased considerably in post-war years. 

The shift in the regional pattern of Japan’s export trade since pre-war 
days has been matched by a broadly similar shift in Japan’s sources of supply. 
This has been markedly so in the case of imports from China, which have 
fallen correspondingly with the very great reduction in exports to China. 
Imports from the rest of Asia have increased greatly in relative importance; 
but in the post-war years as a whole they have not risen proportionately to 
Japanese exports to “ other Asia’’, so that Japan’s large pre-war export 
surplus with China has been replaced by a surplus of broadly similar magni- 
tude with the rest of Asia. (The deficit on the balance of trade recorded 
with these countries in 1953 was quite exceptional, being attributable to the 
drastic import cuts imposed by Pakistan, India, Malaya and other sterling 
countries.) The other important changes in the pattern of Japan’s export 
markets—in particular, the greatly increased importance of the United States 
—have on the whole been accompanied by an equivalent shift in imports, so 
that Japan’s regional balances of trade have remained broadly the same. 

The changes in the regional pattern call for little explanation. The 
decreased importance of China obviously results primarily from political 
restrictions on trade, whilst the increased importance of the United States 
stems mainly from the great influence of that country on the Japanese 
economy in the occupation period, and from the indirect impact of its large 
demands on Japan for military and supply purposes (offshore contracts from 
the United States are treated as invisible income). Finally, the increased 
participation in trade with the rest of Asia clearly owes much to the pressing 
need to make up for the loss of the great Chinese market. 


WILL COMPETITION RECEDE ? 


These are undoubtedly the main influences behind the reorientation of 
Japan’s export trade; and they have led many economic and political obser- 
vers to conclude that Japan’s further encroachment into Britain’s traditional 
Asian markets is wholly a result of the cold war in Asia—so that Japanese 
competition in these markets might be expected to recede as and when the 
political conflict with China abates. Unfortunately, this reasoning contains a 
large element of wishful thinking; for it ignores two important subsidiary 
factors that have influenced the shift in Japan’s export markets. 

Both these factors are also political; but they have nothing to do with 
the impact of the East-West conflict. The first is the effect of the political 
independence achieved since the end of the war by the former colonial terri- 
tories of Asia. The increase in the importance of imports from Japan, at the 
expense of imports from Europe, in India, Pakistan, Burma, Indonesia and 
Indo-China is almost certainly partly due to the greater freedom of these 
countries to decide for themselves their sources of imports. The influence of 
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Britain, Holland and France in the actual shaping of the import restrictions 
imposed in their colonies was already waning before the war (and in India 
was virtually non-existent), but their indirect influence was considerable. 
The post-war decline in the influence of the European countries is not likely 
to be arrested; rather, it may be expected to become more important as 
Malaya and Indo-China move towards full independence. 

The second long-term factor, and one that is seldom recognized, is that 
the decline in the importance of China as a Japanese export market is in 
many ways a decline from a level of trade that was uneconomically inflated 
by the political conditions of the ’thirties. The great expansion of Japanese 
exports of textiles and other consumer goods to Manchuria and the rest 
of China in the ’thirties was largely the result of political pressure on the 
Chinese and of the exclusion of foreign competitors from the Chinese market. 


CHANGING MARKETS FOR JAPANESE EXPORTS 














Proportion 
Importing of Total Exports in Trade 
Country Exports Taken Balance 
iN 1935-37 1952* 1953*f in 1953T 
% $ mn. » A $ mn. % $ mn. 
China, Korea, Formosa 
and Hong Kong 2.5 142 ee 108 10.4 + 57 
Other Asia ““s ‘a 20.8 372 29.2 316 30.2 — 138 
of which 
India ” 4 { 37 2.9 24 e2 —- 47 
Pakistan .. a 22.9 118 9.3 18 2.3 - 73 
Burma . } L 21 r.6 2 Sus - 20 
Malaya... ‘a I.9 63 4.9 40 3.8 
Indonesia. . - 5-7 60 4.7 86 8.2 + 97 
Siam R 1.6 36 2.5 48 4.6 — 36 
United States .. i 16.1 2290 18.0 265 25.3 — 398} 
United Kingdom - 5.2 73 5-7 26 2.5 - 17 
U.K. Colonies (exclud- 
ing Hong Kong) .. 6.0 81 6.4 71 6.8 + 10 
Australia - - 2.6 28 2.2 8 0.8 — 168 
Rest of the world 6.8 348 27.3 252 24.0 — 236 
Total .. en 100 1,272.9 100 1,046.5 roo — 890 





* Figures in italics show proportion of total Japanese exports. 
+t First eleven months at annual rate. 
{ Excluding exports under offshore contracts. ‘ 


The common supposition that China and Japan constitute complementary 
economies has at no time been true; China has few surpluses of the goods 
in which Japan has traditionally been deficient—food, raw cotton, wool, iron 
ore, manganese—even though it did before the war constitute a large market 
for the cheap consumer goods on which Japan has traditionally concentrated. 
Post-war developments in the Chinese economy have, moreover, narrowed 
the scope for trade still further; for the industrialization of China has followed 
the traditional pattern of laying the initial emphasis on the manufacture of 
consumer goods. 

The conclusions that emerge about the probable impact of Japanese com- 
petition on British exports in future will disconcert that large section of 
British opinion that believes the best answer to the challenge from Japan to 
lie in legislative restriction in the colonies and in the encouragement of freer 
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trade with China. Neither of these expedients could check a long-term shift 
in Japanese exports to the independent countries of Asia. In these markets, 
Japan has now to be met on an equal footing. And they are markets in 
which Britain has steadily lost ground—especially to the United States and 
Japan—since the ‘twenties. From 1928 to 1950-53, Japanese exports to non- 
Chinese Asia increased on average by 53 per cent. and United States exports 
were multiplied by three times, whilst Britain’s exports actually fell by nearly 
23 percent. It is true that in 1950-53 these exports still amounted to some- 
thing over twice the volume of Japanese exports to the same countries, 
whereas in 1938 they were only some 14 per cent. higher than Japan’s; but 
ten years before that the excess was over 450 per cent. 

These substantial changes in the relative importance of Asia’s chief 
suppliers can be related to some fairly complex changes in the pattern of 
Asia’s demands for imports. The most important have occurred in the 
demand for textiles. Before the war countries such as India—and to-day 
virtually all the Asian countries—were satisfying an increasing proportion of 
their requirements of textiles from their own production, to the disadvantage 
of Britain, but also of Japan. At the same time, the demand for imported 
textiles was concentrated on the cheapest products; and that meant a switch 
from British to Japanese supplies. The fall in Britain’s exports of textiles 
and other consumer goods did, indeed, fully account for its declining share of 
these markets, and more than offset Britain’s good showing in exports of 
goods for which Asia’s demand was expanding rapidly. Exports of engineering 
products to Asian countries have in fact kept up remarkably well with the 
expansion in Asia’s total imports of these goods. From 1928 to 1950 Asia’s 
total imports of machinery increased by 72 per cent.; whilst imports from 
Britain increased by close on go percent. Likewise, Asia's imports of chemicals 
from Britain rose in the period by 127 per cent., whereas its total imports of 
chemicals just doubled. Japan’s exports of these goods made great strides 
between 1928 and 1938 (although they remained well below the level of 
Britain’s exports). Despite considerable advances in recent years, its exports 
of the products of its heavy industries to Asia are still not back to their 
pre-war levels. 

The prospects for Britain’s exports to Asian markets in the face of Japanese 
(and American) competition obviously give no grounds for complacency. Yet 
this analysis does point to some trends that, if followed up, might provide 
Britain with a positive answer to the challenge of Japan. Britain’s course in 
its Asian export trade is strictly limited. Its market in cheap textiles is almost 
certainly lost for good to domestic producers and to imports from Japan 
(which can no longer be kept out); and it can have little hope of cashing in 
on Asia’s rapidly rising demand for food—which has been largely responsible 
for the great increase in imports from the United States. The big scope for 
increased exports to these as to most other markets lies in exports of capital 
goods and the products of the new industries—chemicals, plastics, and a 
whole range of synthetics. In time, rising living standards in Asia may also 
revive demand for the better quality textiles in which Britain can compete 
on world markets. It is in concentrating on the special needs of Asia for 
these goods, rather than in abortive attempts to legislate a protected market 
for Britain’s consumer goods, that the best hope for living with Japanese 
competition can be found. 








shift 
kets, 
‘Ss in 

and 
non- 
orts 
arly 
yme- 
T1es, 

but 


chief 
n of 

the 
-day 
n of 
tage 
rted 
vitch 
‘tiles 
re of 
‘sof 
ring 
. the 
sia’s 
from 
icals 
ts of 
rides 
l of 
yorts 
their 


nese 
Yet 
vide 
se in 
most 
pan 
1g In 
sible 
e for 
pital 
id a 
also 
pete 
. for 
ket 
nese 











147 


es ~ eee ee ee - —— eee 









































Sweden’s Uneasy Stability 


By a Special Correspondent 


the ideal condition of full employment without inflation as could ever be 
reasonably expected. Sweden's industrial production rose by I to 2 per 
cent. and very favourable crop conditions made possible a substantial increase 
in farm production. Real gross national product rose from Kr. 42,200 millions 
in 1952 to around Kr. 43,500 millions in 1953, that is, by roughly 3} per cent. 
Total employment was about 3 per cent. lower than in 1952, but unemploy- 
ment was still virtually non-existent. The cost of living remained practically 
unchanged and real wages increased on average by 3 per cent. The foreign 
balance improved, largely in consequence of the active demand for timber, 
pulp and paper; as Table I shows, the surplus on the balance of visible trade 
rose from Kr. 180 millions in 1952 to Kr. 730 millions in 1953. And the gold 
and foreign exchange reserves, which at the beginning of the year had been 
expected to decline by Kr. 400-500 millions, actually increased by Kr. 300 
millions. This increase consisted almost entirely of gold and dollars. 
This general picture appears particularly satisfactory when contrasted with 
the pessimistic forecasts made at the beginning of the year. But present 
economic debate in Sweden is concerned less with evaluating the achievements 
of the past year than with appraising the prospects for 1954. Are there any 
special danger points that threaten to upset the economic balance once again, 
and what measures of economic policy are needed to assure continued stability ? 
The problem of maintaining stability is complicated by the fact that strong 
infationary and deflationary under-currents seem to be at work beneath the 
stable surface. The Government believes that the more immediate danger is 
still from the side of inflation. When the Minister of Finance presented his 
budget to the Riksdag in January, he took the attitude that economic policy 
would have to continue to be restrictive. The Government has not found | 
it possible, however, to provide the necessary disinflation through a budget 
surplus. On the contrary, the size of its heavy investment programme will force 
it to continue to borrow on a very large scale in 1954. Thismeans that the main 
emphasis of economic policy will, as in 1953, have to be laid on monetary 
policy and a damping down of the revival of private investment by means of 
a continued curtailment of the liberal depreciation allowances traditionally 
enjoyed by Swedish business enterprise. | 
The official approach to economic policy clearly takes as its starting-point | 
the assumption that the main threat to stability originates in the investment | 
activities of the private sector. This contention has been subjected to much 
criticism in Sweden in recent months. Most people recognize that economic 
policy must continue to be restrictive so long as the danger of a new inflationary 
upsurge has not been definitely removed, but many of them reject the impli- 
cation that private investment is excessive and must carry the burden of 
disinflationary restraint. It is pointed out that capital expenditures of private 
enterprises have slowed down markedly over the past two years, and in view 
of present uncertainties, there is no ground to expect any reversal of this 


| N Sweden—as, apparently, in Britain, too—the year 1953 came as near to 
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trend. After its sharp fall in 1952, gross investment in the private sector 
increased by only 6 per cent. in 1953, and the official forecasts expect no 
further increase this year. But investment in the public sector rose by no 
less than 17 per cent. in 1953 and is expected to rise by a further 8 per cent. 
this year. These figures reflect the increased demands for housing, school 
building, road construction and military installations—demands that consti- 
tuted the principal dynamic factor in the Swedish economy in 1953 and may 
be expected to continue to preponderate in the current year. The critics of 
Government economic policy therefore assert that if it is necessary to guard 
against an excessive strain on available resources, the disturbing factor should 
be sought in the public rather than in the private sector of the economy. To 
attempt to squeeze investment below its present level in order to give room for 
an increased volume of public investment could, it is claimed, have only 
adverse effects on the progress of production. 


TABLE I 
GROSS NATIONAL PRODUCT AND EXPENDITURE 








(Millions of kronor at 1952 prices; 41 = 14.48 kronor) 

1950 1951 1952 1953 

Gross national product at market prices... " 41,430 41,360 42,170 43,530 
Imports as - Sg eae va 8,170 9,660 8,950 8,800 
Total available resources bn os 49,600 51,020 51,120 52,330 

Gross private investment .. - és ba 7,570 7,540 6,970 7,400 
Gross public investment... it a it 4,180 4,300 4,930 5,780 
Change in stocks i ban “+ - a — 210 + goo + goo - 500 
Exports “ a _ - ps a 9,640 10,070 9,130 9,530 
Private consumption 4 - - a 24,170 23,720 24,400 24,960 
Public consumption .. - - ¥ - 4,250 4,490 4,790 5,160 
Total claims on resources... - 49,600 51,020 51,120 52,330 





The critics have also turned their guns on the effectiveness of monetary 
policy in the Government’s programme. They do not deny the desirability of 
laying the emphasis on monetary measures in order to avoid physical controls, 
nor the fact that the stabilization achieved in 1952 and 1953 was very largely 
a result of monetary restrictions. Their essential point is simply that monetary 
policy cannot be made an effective anti-inflationary instrument unless it is 
combined with a restrictive—or at least neutral—fiscal policy. 

The validity of this argument was, in fact, clearly illustrated in the Swedish 
money and capital markets last year. In 1952 and during the first part of 1953 
there was a pronounced shortage of funds in Sweden; but in the latter part 
of last year the supply of money rose considerably. Table II illustrates that 
in 1953 as a whole the deposits of the commercial banks rose by Kr. 1,480 
millions, that is, by nearly 15 per cent.; whereas in 1952 they actually fell 
fractionally. The increase in bank deposits did not, moreover, reflect greater 
lending to the private sector; for the effect of the monetary expansion was 
to make the business community very liquid and to reduce its demand for 
bank accommodation. In spite of a substantial increase in loans for housing 
projects (which have been given priority under the scheme of qualitative 
credit restrictions in force in Sweden), the total loans and- discounts of the 
commercial banks rose by only I per cent. in 1953. The main factor behind 
the increase in deposits was instead a very substantial increase in the banks 
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holdings of Government securities—almost exclusively Treasury bills and two 
to five year Treasury notes. The total portfolio had reached Kr. 3,345 millions 
by the end of 1953—almost twice its level at the end of 1952. 

This expansion was a direct result of the Government's large investment 
programme. The Government was reluctant to finance this programme by 
long-term borrowing from the capital market, as this would not have been 
possible without an upward adjustment of interest rates. Bank financing of 
the Government deficit has been facilitated by the banks’ agreement with the 
Riksbank of February, 1952, in which they undertook to hold a certain 
minimum proportion of their deposits in liquid assets (mainly cash and short- 
term Government securities). As these proportions were at the outset fixed 
at a comparatively high level, the banks have now had to increase their 
holdings of short-term Government securities very substantially. 

It is this method of Government finance ‘‘ without tears ’’, the critics fear, 
that carries a potential threat to the stability of the economy. Even though 
there is no excessive demand for real resources at the present moment, the 
new money created by the current credit expansion might form the basis of a 
future inflationary increase in demand—which, once set in motion, would be 
very difficult to check. It is maintained that it just does not make sense for 
a Government on the one hand to emphasize the inflationary dangers still 
present in the economy and to proclaim the need for a continued restrictive 
policy and then, on the other hand, to finance its expenditure in such a way 
that the economy is swamped with money. 


TABLE II 
PRINCIPAL ASSETS AND LIABILITIES OF COMMERCIAL BANKS 


Cash Treasury Bills Loans and Liquid Assets as 
End of year: Holdings and Bonds Discounts Deposits ratio of Deposits 
(Millions of kronor) (Per cent.) 
eg Ct« 7 wes 686 1,271 8,095 5,399 23.4 
ig50 .. - - 681 1,107 9,240 8,930 20.0 
i951 .. es as 936 1,849 10,175 10,513 26.5 
ee ‘“ = 999 1,716 9,848 10,358 26.2 
1953... -- 646 3,345 9,932 11,839 33-7 
Change during year 
1952 + o. - oF - 133 - 327 —- 155 - 0.3 
1953 na .. — 353 + 1,629 + 84 + 1,481 + 7.5 


Whether such inflationary dangers will materialize or not depends, in 
Sweden as in Britain, a great deal on developments outside. The Swedish 
economy is geared to a very high volume of foreign trade (in recent years 
exports have accounted for over one-fifth of the gross national product) and 
it is, therefore, highly vulnerable to economic fluctuations in other countries. 
The spectacular export boom of the years 1950 and 1951 was, for example, one 
of the principal causes of the very high degree of inflation experienced by 
Sweden in those years; correspondingly, if there were a world slump in 1954 
it would probably present the Swedish economy with the opposite problem of 
strong deflationary pressure. A number of depressive tendencies were at work 
in the export field already in 1953, and certain of them may be expected to 
continue this year. It is true that the conditions in the export markets of the 
forest industries—which account for about 45 per cent. of Sweden’s total 
exports—have improved considerably in the past year and that prospects for 
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1954 are regarded with optimism. But the steel and engineering industries 
have been experiencing increasing difficulties in their overseas sales. Export 
deliveries in the important machine-tool industry dropped by about 20 per 
cent. in 1953, and there was an even more pronounced decline in the flow of 
new orders to the factories. Swedish producers are much concerned about 
the sharpening of foreign competition and about the effect of the very high 
level of their costs (resulting from the sharp inflation of the post-Korean years) 
on their ability to withstand it. 

The burden imposed on Sweden's ability to compete in world markets by 
its relatively high costs of production in manufacturing industry was recently 
illustrated in a report published in Stockholm by the Business Cycle Research 
Institute. This report showed that, even after taking account of the increase 
in productivity, the very steep increase in the wage level in Sweden in the 
years 1950-52 raised the average wage cost per unit of output by 38 per cent. 
The comparable increase computed for Great Britain was 21 per cent., the 
United States 11 per cent., Belgium 9 per cent., Western Germany 6 per cent. 
and Holland 5 per cent. That is the measure of the major problem facing 
Swedish exporters. 

Sweden’s high cost structure naturally increases the concern about the 
Government-induced monetary inflation. Even though the increase in the 
supply of money may appear to be innocuous so long as the funds pile up in 
bank accounts and are not used to increase the demand for real resources, it 
is nevertheless true that a former restrictive element in the economy—the 
shortage of money—has been very largely eliminated. The task of cutting 
costs through a reduction in the demand for manpower and raw materials is 
accordingly made the more difficult. The only remedy appears to be a con- 
tinued increase in productivity. But the increase would have to exceed that 
taking place in the competitor countries, and to achieve that would present 
no easy task. Moreover, in order to raise productivity, it would be necessary 
to increase expenditures on plant and equipment—-yet the official policy in 
Sweden is to curtail investment in private business rather than to stimulate it. 
The attainment of economic stability in Sweden therefore demands something 
more than a neat equating of aggregate demand to aggregate supply; a due 
balance has also to be maintained between the various sectors of the economy 
—and above all between the private and the public sectors. 
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The German Surplus in Perspective 


Germany's growing pressure for a hardening of intra-European payments 
as part of a move to full convertibility, coupled with the size of its surplus 
with the E.P.U., 1s proving increasingly embarrassing to tts partners in 
the O.FE.E.C.; and the liberalization of 40 per cent. of tts dollar imports 
last month ts bound to increase Germany's E.P.U. surplus still further. The 
immediate problems raised in Paris and London by these actions are dis- 
cussed in an editorial article on page 128 of this issue; this article presents 
the problem in the wider setting of trends in Germany's foreign trade.—ED. 


By E. T. Nevin and H. Lohmann 


Paris, Mid-February 


MONG the most pressing issues that will confront the Ministerial Council 
Aci the O.E.E.C. at its meeting in Paris in a few weeks’ time will certainly 

be the problem of the German surplus in the European Payments Union. 
As long ago as May of last year Germany had already extended to the Union 
the maximum amount of credit for which the basic E.P.U. agreement provides; 
that is to say, Germany’s surplus had by then exceeded its basic quota of $500 
millions. Since then, further surpluses with the Union have been settled on 
the basis of ad hoc arrangements. These have provided for extensions of the 
quota (“ vallonges ’’), so that one-half of all current German surpluses has 
been settled by further extension of credit to the Union and the other half 
has been paid for in gold. This procedure was regarded as an essentially tem- 
porary expedient; but the German surplus with E.P.U. has increased so 
rapidly that by the end of January no less than four vallonges had been allotted, 
bringing the effective quota to $800 millions—and yet leaving fully $64 millions 
of the surplus to be carried outside this limit (and likewise settled, by still 
more temporary arrangements, 50-50 in gold and credit). 
_ The German Government—and particularly its Minister for Economic 
Affairs, Dr. Erhard—has now made it clear that it cannot countenance any 
such indefinite provision of “‘ unrequited exports’’ to Europe. The existing 
provisional arrangements were originally believed to be adequate, because the 
German surplus with Europe was expected to decline. As the contrary has 
happened, the O.E.E.C. is faced with the need for decisive action. 

It is well known that the E.P.U. mechanism is thrown out of gear by the 
emergence of extreme positions—debtor or creditor. The requirement that 
chronic debtors should settle their extra-quota deficits wholly in gold neces- 
sarily transforms the E.P.U. into the hardest of hard currency areas for such 
debtors, a development that has implied serious threats to the liberalization 
of European trade. And if credits in excess of a country’s quota are settled 
fully in gold, the Union will probably find itself paying out 100 per cent. gold 
to the creditor while receiving much less than 100 per cent. from a number of 
debtors who are still within their quotas. For this reason, extra-quota credits 
have usually been settled on the 50-50 gold-credit basis. 

There has, however, been only one previous instance in which a country 
has run a really large and seemingly permanent above-quota surplus—that of 
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Belgium in 1951-52. To deal with this the Union was forced to make a series 
of complicated arrangements whose effect was to pay gold to Belgium to the 
extent of over 75 per cent. of the extra-quota credit that it had advanced to 
the Union. The strains that would be imposed by a repetition of this pro- 
cedure (on a larger scale) to settle Germany’s surplus would probably be too 
great for the mechanism of the Union to bear; yet if that surplus does continue 
to grow it is unlikely that Germany would be satisfied with any less generous 
arrangement. In other words, if the German surplus with Europe has to be 
regarded as a normal phenomenon rather than a temporary or sporadic one, 
there appears to be little prospect—in the absence of some special arrangement 
—of the continued smooth working of the E.P.U. in its present form with 
Germany as a member. It is therefore essential to try to determine the nature 
of the German surplus—a task that clearly requires it to be examined first in 
relation to Germany's balance of payments as a whole. 

In the past four years, the balance of payments of the German Federal 
Republic has improved by more than $1,800 millions—from a deficit of more 
than $1,000 millions in 1949 to a surplus which probably exceeded $800 
millions in 1953. This has been wholly accounted for by the improvement in 
the visible balance—physical exports have risen by $3,200 millions whilst 
imports have risen by less than $1,400 millions. The net “ invisible ”’ account 
has not changed significantly; in 1949 a deficit of some $80 millions on ser- 
vices accompanied a capital inflow of about $10 millions whilst the indications 
are that in 1953 invisible items and capital flows together reduced Germany’s 
current balance by $80-—$100 millions. 

The improvement in Germany’s external balance as a whole has been 
accompanied by a marked shift towards better regional balance. In 1953 
almost $300 millions of the estimated increase of $400 millions in the total 
surplus was accounted for by a sharp reduction in the visible deficit with the 
dollar area (which is expected to be just over $50 millions, compared with 
$350 millions in 1952). At the same time, the payments surplus with Western 





GERMAN BALANCE OF PAYMENTS, 1949-53 
(Millions of U.S. dollars) 

















1949 1950 1951 1952 1953* 

Exports, f.o.b... ss a - - 1,136 1,984 3,480 4,042 4,360 
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Net payments balance .. .. 1,035 — 643 + 51 +- 466 -+ 820 











* Estimates based on results for first eleven months. 


Europe increased by fully $100 millions, to $440 millions. The balance with 
Southern Latin America, Eastern Europe and other soft-currency countries, 
however, deteriorated somewhat in 1953—in accordance with the central 
bank’s reluctance to finance the large credit balances that had emerged in the 
bilateral clearing accounts in the previous year. 

The surplus with Europe was certainly higher than had been expected. 
Imports from O.E.E.C. countries were liberalized in April to the extent of 91 
per cent. (of the level of imports in 1949); and in September the London 
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Debts Agreement (which covered all contractual debts) came into force. 
Payments under this agreement, estimated at about $150 millions a year 
without amortization charges, have so far been smaller than expected. This 
may be partly due to the fact that a number of parties to the Agreement have 
yet to ratify it; but transfers have also been delayed by the reluctance of 
some creditors to withdraw their funds from Germany. The outflow in the 
near future will certainly increase, as profits and dividends on non-contractual 
assets acquired before August 7, 1950, have been eligible for transfer since the 
beginning of this year. It has been estimated, however, that even the full 
servicing of all commercial debts and blocked balances would not absorb 
more than about $370 millions a year, about half of which would accrue to 
countries within the E.P.U. area. Hence, even on the assumption that no 
appreciable sums were reinvested in Germany, this would still leave, at the 
1953 rate of surplus, an annual German credit balance of $250 millions with 
E.P.U. 
HAS THE SURPLUS INCREASED ? 

The German surplus with Europe is sometimes attributed to Germany’s 
internal economic policy, which is said to have held down German consump- 
tion by deflationary fiscal measures and by income redistribution in favour 
of the rich. On this line of argument, the Managing Board of the E.P.U. 
could justifiably lay the onus of adjustment upon Germany itself. But whereas 
it is certainly true that the cautious monetary policy pursued by the Bank 
Deutscher Laender has been an important factor in the German recovery, this 
is by no means the whole explanation of the problem of Germany's surplus. 
It is true that in the past four years total imports into the Federal Republic 
have risen in real terms by less than 70 per cent., whereas exports have risen 
by nearly 200 per cent. (in trade with the E.P.U. area, however, the “‘ excess ” 
expansion of exports has been a good deal smaller than this). But if the 
comparison is extended back to the last ‘‘ normal ’’ pre-war year, there is no 
such disparity. Between 1936 and 1953, exports from the area that now 
constitutes the Federal Republic rose by 52 per cent. while imports rose by 
50 per cent. This is surely the more relevant comparison. Imports in the 
devastated German economy of the immediate post-war years were necessarily 
very high and exports necessarily very low, so that percentage changes since 
then can be very misleading. German exports have even now not regained 
their pre-war position in the world market; in the first half of 1953 they were 
equivalent to 5.8 per cent. of world exports, compared with 7.5 per cent. 
in 1938. 

Although the percentage growth in the volume of Germany’s exports over 
the period 1936-53 has been matched by the percentage growth of imports, the 
monetary value of the surplus on the balance of trade has greatly increased, 
from the equivalent of DM. 540 millions to DM. 2,500 millions. Two separate 
and opposing price influences have contributed to this result. The rise in 
world prices has greatly increased the monetary value of the pre-war surplus, 
but this influence has been partly offset by a deterioration of Germany’s terms 
of trade, to the extent of about 8 per cent. This is a bigger deterioration than 
was suffered by the rest of Western Europe as a whole, but it was distinctly 
smaller than that experienced by the United Kingdom alone. This unfavour- 
able movement is estimated to have reduced Germany’s surplus by some 
DM. 1,000 millions (about $240 millions). 
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Fundamentally, Germany's present surplus in E.P.U. seems to represent a 
return to the pre-war relationship. It is more than a coincidence that Germany’s 
large surpluses began to appear in E.P.U. just at the time—in the second 
quarter of I951—when German output per head was more or less back to its 
1936 level. There have been important changes, however, in the pattern of 
payments—such as the trend towards a better regional balance. By giving 
priority to dollar exports and reducing dollar imports, in particular, Germany 
has succeeded in keeping its dollar deficit below its pre-war level; and this 
effort has had the effect of keeping down its surplus with the countries of the 
E.P.U. area. Between 1937-38 and 1953 the value of Germany’s imports from 
all countries outside the present E.P.U. area rose by a mere 2 per cent., while 
its exports to those areas rose by about 25 per cent. By contrast, its imports 
from E.P.U. countries rose by nearly 120 per cent. and its exports to them 
rose by 135 per cent. 

These changes in the regional distribution of Germany’s trade have been 
accompanied by important changes in its commodity composition—which 
provide a clue to the cause of the German payments surplus. Imports of food 
and raw materials, so far from increasing in importance, have declined relatively 
to imports of semi-finished and manufactured goods; their proportion of total 
imports was over 75 per cent. in 1936, but less than 70 per cent. in 1953. 
Imports of certain important commodities, such as raw cotton, copper and 
iron ore, have actually fallen in volume. Yet, although the metal and textile 
industries have declined relative to other industries by number of workers, the 
output of metal producing industries in 1953 was a third higher than in 1938 
whilst that of textile industries was more than 25 per cent. higher. 

The decline in the relative importance of imports of primary materials, 
therefore, appears as a curious and significant phenomenon. It may be attri- 
buted to three main factors. In the first place, there has been a sizable reduc- 
tion in the consumption of food per head. Secondly, the structure of the 
economy has changed so as to reduce its average import-intensity—primarily 
through the relative decline of the base metal and textile industries. Thirdly, 
Germany has economized in the use of its raw materials—so that the 
‘‘ declining ”’ industries are still able, as noted above, to increase their produc- 
tion. The output of cotton in relation to the consumption of raw cotton, 
expressed as a ratio of the physical quantities, increased in Germany from 
0.64 in 1938 to I.2I in 1948-52. For Western Europe as a whole, the ratio 
rose only from 0.91 in 1938 to 0.95 during 1948-52. Similarly, the ratio of 
wool output to consumption of raw wool rose in Germany from an average of 
0.85 during 1934-38 to 1.59 during 1948-52, whilst the ratio for Western 
Europe as a whole rose only from 1.18 to 1.28. These changes are due not 
only to more efficient use of imported materials but also to greater use of 
domestically produced synthetic substitutes; but the relevant fact remains 
that there has been a marked and continuous shift in the German economy 
away from import-using industries and, within those industries, towards a 
reduced import-content per unit of output. 

This trend towards a less dependent economy is no post-war phenomenon; 
it was clearly visible for many years before the war. It is essentially a result 
of the traditional German emphasis on the virtues of greater self-sufficiency. 
This emphasis can be traced back to the protectionism of the second half of 
the nineteenth century, but it was greatly accentuated by the exchange 
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collapse of 1931 and later by the demands of pre-war re-armament and then 
of total war. The extent of the move towards autarchy in the thirties is 
brought out by the fact that whilst the volume of foreign trade in the world 
as a whole fell by 24 per cent. between 1928-29 and 1936, Germany’s foreign 
trade fell by no less than 37 per cent. in the same period. 

Germany has indeed become more and more the great low foreign trade 
economy of industrial Europe. By 1953, the ratio of its imports to its gross 
national product was smaller even than that of Italy and less than half that 
of the United Kingdom. Other comparisons tell the same story. In 1953, 
Germany was spending $74 per head on imports, only about one-third as 
much as Britain and Holland. The contrast in exports per head is, of course, 
considerably smaller, but has actually widened in Britain’s favour since 
before the war. 

The task of finding a solution to the problems arising from Germany’s 
present surplus in E.P.U,. is thus a long-term and complex one. In the last 
analysis, of course, the only real solution to a problem of this kind would be 
an increase in the volume of Germany’s imports. In the past few years the 
long era of protectionism and autarchy in Germany has indeed been replaced 
by a very much more liberal trading policy. Germany has been foremost 
among the O.E.E.C. countries in removing quotas from its imports from the 
rest of Western Europe; the latest moves, taken last month, raised the 
liberalization ‘‘ quota ’’ to g2 per cent. And Germany has now liberalized its 
‘invisibles ’’--mainly tourist expenditure and debt remittances—to O.E.E.C. 
standards. 

Nevertheless, the obstacles that remain before a truly liberal import 
policy can be implemented should not be under-estimated. Sheltered 
industries have grown up and become securely established; in particular, the 
agricultural interests have succeeded in limiting the extent of quota abolition 
and in maintaining Germany’s high agricultural tariffs—though recently there 
have been hopeful moves to reduce even these duties. Moreover, habits in 
both industrial and personal consumption have, over a long period of years, 
developed a bias against imported goods, and they could not be expected to 
change overnight if obstacles to imports were removed. 


SPECIAL MEASURES NEEDED 

An essential condition of keeping Germany within a system of specially 
liberal trade and payments arrangements between European countries is 
clearly that a far-reaching move towards more liberal importing is taken in 
the near future; but, even at best, such a step could not by itself bring down 
the German surplus to manageable proportions for some years. It follows 
that short-term measures are in any case required to tide the rest of Western 
Europe over the inevitable transition period. The most obvious first step 
would be to speed up the pace of debt repayments. As was pointed out earlier, 
however, the sum total of these payments will fall far short of Germany’s 
probable surplus—with Europe as with other areas. More radical steps are 
therefore called for. 

Clearly, these should take the form of an export of capital. The scope for 
any really large increase in capital exports through normal channels may 
indeed be limited; but it might be possible to find a new channel in the E.P.U. 
itself. This could be done by accumulating the surpluses with the Union to 
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form a special account for the repayment of the principal of the German debts 
at some time in the future. At present, the capital value of Germany’s external 
liabilities is estimated at around $7,500 millions, about one-half of which is 
owed to countries in the E.P.U. area. That is to say, if Germany’s E.P.U. 
surplus continued to accumulate at the current rate, it would be nearly ten 
years before it reached the amount of Germany’s debts to the E.P.U. countries, 
In practice, of course, even if Germany were willing to operate such a plan, 
some of the creditors might not be willing to accept the repayments. The 
giant international concerns such as General Motors and the Shell group 
would clearly not welcome a plan to dispose of their German factories; whilst 
even investors with no direct interests will be reluctant to part with their 
German assets as long as German interest rates remain at what are, for a 
country in balance of payments surplus, fantastically high levels. This con- 
sideration would also make Germany itself unwilling to pile up balances with 
the E.P.U. (earning interest at only 3 per cent.) in excess of those that could 
be used to repay her own debts. 

Any such “conversion ’’ scheme would doubtless be found to present 
other difficulties of this kind, and it should therefore be regarded at most as a 
starting-point for discussion. Like all other expedients that might be proposed 
for dealing with the German surplus, it would be only a stop-gap. It could 
not remedy the fundamental distortion that has transformed a great industrial 
country—which owes so much of its strength to a high level of free world 
trade—into a low-trade economy. 
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Rule in Turquand’s Case: A 
Reconsideration 
By Spencer (. Maurice 


Exchequer Chamber, said of a company registered under the Joint 
Stock Companies Act, 1844: “‘ We may now take for granted that the 
dealings with these companies are not like dealings with other partnerships, 
and that the parties dealing with them are bound to read the statute and the 
deed of settlement. But they are not bound to do more.” This was the 
first exposition of the now long-familiar ‘“‘ Rule in Turquand’s Case ’’.* The 
Rule has evolved over the years. The 1949 edition of Halsbury put it much 
more explicitly: “. .. persons contracting with a company and dealing in 
good faith may assume that acts within its constitution and powers have been 
properly and duly performed, and are not bound to inquire whether acts of 
internal management have been regular.’’ But the process of giving precision 
to the conditions in which the Rule may, and may not, be relied upon was 
not complete even then. The recent case of Rama Corporation, Limited v. 
Proved Tin and General Investments, Limited, [1952], 2 O.B. 147, did not make 
new law, but it did show very clearly the existing limitations upon the Rule. 
Mr. Justice Slade’s exposition of these limitations and his detailed review 
of some of the cases since the Rule was first enunciated will well repay study. 
The facts in the Rama case were briefly as follows. The articles of associa- 
tion of the defendant company empowered the board of directors to delegate 
their powers to a committee consisting of a member or members of their body. 
One of the directors, without the authority of the other members of the board, 
entered into an agreement on the company’s behalf with an agent of the 
plaintiff company, and the plaintiff company claimed that, as the board of 
the defendant company could have delegated their powers to a committee 
consisting of a single member of the board, the defendant company was bound 
by the contract. At the time of making the contract, however, the agent of 
the plaintiff company did not know of the board’s power of delegation, and 
Slade, J., held that the plaintiff company therefore could not rely on the 
articles of the defendant company as conferring ostensible or apparent authority 
on the director of the defendant company to make a contract on his company’s 
behalf; accordingly, the defendant company was not estopped from establishing 
that the director had no authority to make a contract on its behalf, and 
therefore was not liable. In other words, the doctrine of constructive notice 
of a company’s registered documents does not operate against a company, 
but only in its favour; or, from the opposite standpoint, it operates against 
the person who has failed to inquire, but does not operate in his favour. 

In ruling thus, the judge considered himself bound by the decision of the 
Court of Appeal in Houghton and Company v. Nothard, Lowe and Wills [1927], 
1 K.B. 246 (a decision later confirmed by the House of Lords on other grounds), 
but stated that he would have come to the same conclusion himself. The 


* The Royal British Bank v. Turquand (1856), 6 E. and B. 327, 332. 


N EARLY a hundred years have passed since Jervis, C. J.,in the Court of 
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Court of Appeal had in fact themselves felt bound by their decision in the 
Houghton case when a similar case came before them only a few months later, 
This was the case of Aveditbank Cassel G.m.b.H. v. Schenkers [1927], 1 K.B. 
826, which came to them on appeal from Wright, J. ({1926], 2 K.B. 450), 
who had also tried the Houghton case at first instance. But in the Kreditbank 
case Scrutton, L. J., found difficulty in reconciling the reasoning of Sargant, 
L. J., in the Houghton case with the decision of the House of Lords i in M ahony 
v. East Holvford Mining Company (1875), L. R. 7 H. L. 869. In the recent 
Rama case Slade, J., proceeded to resolve that difficulty. 

The promoters of the respondent company in Mahony’s case acted as 
directors and secretary of the company. Its articles of association permitted 
their appointment as directors and secretary, provided that a prescribed 
procedure was followed, but in fact that procedure never was followed. The 
National Bank of Dublin was appointed as the company’s bankers and was 
required, by a formal notice, to pay cheques signed by one of three named 

‘ directors ” par countersigned by the “secretary ’’. Such cheques were 
accordingly honoured. In the liquidation of the company it was held that the 
official liquidator could not recover from the bank the amount of the cheques 
it had paid in good faith. Slade, J., in the Rama case, took the view that the 
Lords who heard the appeal in 1875 had proceeded to their conclusions on 
the inference that the bank had actual knowledge of the company’s articles 
of association and was therefore entitled to rely on the Rule in Turquand. 
In taking this view Slade, J., had regard to the speeches of Lord Chelmsford 
and Lord Hatherley, both of whom clearly assumed that the bank had made 
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itself acquainted with the articles of association of the company and had 
accordingly relied on its supposition that the powers those conferred had been 
duly exercised. Accordingly, Slade, J., had no difficulty in distinguishing Mahony’s 
case from the Houghton case, the Kreditbank case, and the case before him. 

There was, however, one case that he was unable to reconcile with either 
Mahony’s case, on the one hand, or with the Houghton case and the Kreditbank 
case, on the other. This case—which indeed appears to be quite irreconcilable 
with any of the other decisions on the effect of the articles of association of a 
limited company or persons dealing with it—was the British Thomson-Houston 
Company, Limited v. Federated European Bank, Limited [1932], 2 K.B. 176, 
another decision of the Court of Appeal. In that case the articles of association 
of the defendant bank conferred upon the directors power, first, to delegate 
to one or more of their number any of the powers of the board of directors, 
and, secondly, to decide who should sign contracts and other documents on 
the company’s behalf. The plaintiff company, although it appeared that it 
was ignorant of the articles of association of the defendant bank, sought— 
and sought successfully—to enforce a guarantee signed without authority by 
a single director of the bank. 

Slade, J., having considered the judgments in the British Thomson-Houston 
case, came to the conclusion that Scrutton and Slesser, L. JJ., had decided it— 


é 


. on the footing that Atkin, L. J., in his judgment in Kreditbank Cassel v. 
Schenkers, Limited, had said that there were cases when you could rely on 
the articles of association and a power conferred by the articles even when 
you did not know of the existence of the articles or power, and ex hypothesi 
could not have relied on them, provided you found someone like a director 
dealing with the matter which would normally be dealt with by a single 
director. I respectfully think that Atkin, L. J., said nothing of the kind in 
the Kreditbank case, and that the whole of his judgment, where, indeed, he 
held himself bound by the previous decision of the Court of Appeal in 
Houghton’s case, proceeded on the footing that the person dealing with the 
company had actual and not merely constructive notice of the company’s 
articles of association.’’ (/1952], 2 O.B. 170.) 


In support of the view that Atkin, L. J., did not, in the Kreditbank case, say 
that there could be an agency by estoppel when there was no representation, 
no reliance on it, and no alteration of position in consequence of such reliance, 
Slade, J., referred to the speech of Lord Atkin (as Atkin, L. J., had then 
become) in Midland Bank, Limited v. Reckitt [1933], A. C. I, 17, in which he 
said: “ Ostensible authority appears to be excluded when the party averring 
it cannot show that any appearance of authority other than the actual authority 
was ever displayed to him by the principal. He neither shows a representation 
nor that he relied on it.”’ 

From these cases the following proposition of law seems to emerge. Anyone 
who deals with a limited company has notice of the contents of its memorandum 
and articles of association. If he reads them he has actual notice; if he does 
not, he has constructive notice. If, having read them, he finds that the company 
has certain powers, he is entitled to assume that the company has done every- 
thing proper to the exercise of those powers (vide Turquand’s case, even though 
it is not clear from the report whether the plaintiffs in that case had in fact 
acquainted themselves with the company’s powers, and the Mahony case, in 
which the appellant had actual notice of the contents of the company’s memo- 
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randum and articles of association). On the other hand, a person who does 
not read the memorandum and articles, and therefore has only constructive 
notice of their contents, will be adversely affected by such notice but cannot 
have the benefit of it. Hence, if some power is exercised defectively, because 
some requisite formality has not been complied with, he cannot claim the 
protection of the Rule in Turquand (vide the Houghton case, the Kreditbank 
case and the Rama case, in none of which had the plaintiffs actual notice of 
the company’s powers, and in all of which an officer of the company acted 
without authority although he might, under the company’s powers, have been 
authorized to act as he did). 

The British Thomson-Houston case is irreconcilable with the other decisions, 
in so far as Scrutton and Slesser, L. JJ., appear to have placed a mistaken 
construction on Atkin, L. J.’s, judgment in the Kreditbank case. But the 
basis of the decision of Greer, L. J., the third member of the Court of Appeal 
in the B.T.-H. case, was not, in the view of Slade, J., inconsistent with the 
Houghton case. Greer, L. J., said: “‘ Someone must represent the company 
for the purpose of conducting correspondence, it may be a secretary, or the 
managing director, or some other officer; and he must have authority to bind 
the company by letters written on its behalf. The person chosen by the 
defendants for this purpose was the chairman of the board, and the defendants 
have represented by their chairman that the plaintiffs could rely on the 
guarantee of the defendants as the act of the defendants and are responsible 
for those acts which they have held him out as having authority to perform. 
That is enough to decide this case. . . .”’ ([1932], 2 K.B. 182.) 

Similarly, in Clay Hill Brick and Tile Company, Limuted v. Rawlins (1938), 
4 All E. R. 100, the question arose whether the chairman and managing 
director of a company was authorized to receive payment in cash. There 1s 
some doubt whether Tucker, J., decided that case on the basis that the chair- 
man had an implied authority, or—since such a power could have been dele- 


gated to him under the articles—an ostensible authority. If on the latter § 
basis, his decision is inconsistent with the Houghton case and the Kreditbank | 
case. But, as Slade, J., pointed out in the Rama case, if it rested on implied F 


authority there would be no such inconsistency. 

Therefore, despite the limitations on the Rule in Turquand’s case, it must 
be remembered that the implied authority of officers of a company to act on 
its behalf may bind it, provided that the acts concerned are intra vires the 
company—dquite apart from the fact that powers might be delegated to those 


officers under the articles of the company. But a final note of warning 1s f 


necessary, a note that was sounded by Sargant, L. J., in the Houghton case 
when he said that, even had the plaintiffs known of the existence of the express 
power of delegation, they would not have been entitled to assume that it had 
been exercised in favour of a director or the secretary to any greater extent 
than was to be inferred from the positions that they respectively occupied or 
were held out as occupying. As Slade, J., said in the Rama case, that meant 
that, if the board was authorized by the articles to give certain powers to the 
office boy, nevertheless, even if some powers had been conferred pursuant to 
that authority, one would not be entitled to assume that the office boy’ 
powers extended to such an unusual transaction as making a large contract 
on behalf of the company. Needless to say, the status of the company’s agent 
is even more important when reliance is placed on an implied authority. 
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The Changing Pattern of Irish Banking 


By a Special Correspondent 


the commercial banks followed the English banks in raising their divi- 

dends, thereby demonstrating once again the closeness of their links 
with the London market. This relationship is rooted in tradition; but, given 
the political tendencies of the past quarter of a century, custom and con- 
venience would not alone have sufficed to maintain it—had it not been sup- 
ported and justified by powerful economic forces. 

The Republic of Ireland has its own central bank and is developing a local 
capital market; but because of the preponderance of Britain in Ireland’s 
external trade and because domestic conditions have not favoured the develop- 
ment of any highly organized financial mechanism, the pattern of Irish banking 
is still essentially that of what economists call a “ dependent ’’ economy. 
Bank of England notes circulate side by side with those of the Central Bank 
of Ireland and some eight other banks, and the note issue of the central bank 
itself is backed almost entirely by holdings of British Government securities. 
Of the eight main banks operating within the Republic* one—the National— 
isa London bank and a member of the London Bankers’ Clearing House, and 
two have their head offices in Belfast. Every one of the eight does a con- 
siderable amount of its business outside the Republic, and employs a consider- 
able proportion of its assets in or through London. The banks are indeed 
forced into this situation by Ireland’s lack of short-loan market and by the 
fact that the Dublin market in Government securities is still extremely narrow. 
From time to time there is discussion of the desirability of developing a normal 
central banking control and credit management, but so long as these market 
limitations remain, any such development is scarcely feasible. 

In recent years, however, the Irish Government has attempted to establish 
some of the necessary conditions for an independent banking system. In 
particular, in both 1952 and 1953 it floated large loans on the local market— 
on a yield basis sufficiently above that obtaining on British Government stocks 
to make some appeal to British as well as Irish investors. Meanwhile, the 
extent of the banks’ overseas assets—always a source of political controversy 
in Ireland—has been reduced by another influence—the deficit shown on 
current account since the war in Ireland’s external balance of payments. But 
the basic dependence on London remains; and as long as the banks are allowed 
freedom of manoeuvre the facilities provided by the most specialized financial 
system in the world are bound to have strong attractions for them. 

The use by the Irish banks of the London money and capital markets 
necessarily means that an important part of their business and earning capacity 
is subject to many of the same influences that affect the English banks. In 
1953, these London-generated influences were distinctly favourable. Moreover, 
the higher rates on call money that followed the increase of the British Bank 
rate to 4 per cent. in March, 1952, were especially profitable for the Irish 


A\ the commercial t feature of Irish banking in 1953 was that nearly all 





*These banks are listed in the accompanying tables. The Belfast Banking Company no 
longer has any branches in the Republic. 
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banks, since their rates on deposit accounts—which represent a considerably 
higher proportion of total deposits in Ireland than in England—were raised 
to only 1} per cent. on deposits of under £25,000 and 1? per cent. on deposits 
exceeding £25,000. It should be noted, however, that the conditions for 
withdrawal from such accounts are less stringent in Ireland than in Britain. 
And the firmness of the London gilt-edged market in 1953 strengthened the 
capital position of the Irish as well as English banks. British Government 


TABLE I 
BANK PROFITS AND DIVIDENDS 
NET PROFITS | DIVIDENDS 
1951 1952 1953 1935-35 1947-52 = 1953 
£000 | Per cent. 

Bank of Ireland .. Ks ~ 397 396 414 134 14 15 
Dublin 

Hibernian * ea - :a 99 99 101 113-12 12 13 
Dublin 

Munster & Leinster * .. ‘2 150 149 159 12 II 12 
Cork 

National * i 4 - 282 311 322 12 10-II II 
London 

Northern .. _ - ~~ 121 120 130 123-10} 10} 114 
Belfast 

Provincial Bank * “a be 67 67 83 123 10 12 
Dublin 

Royal Bank ‘a - “a 39 41 41 9-8 7 § 
Dublin 

Ulster Bank - ics - 150 133 133 14 18 18 
Belfast 

Total .. . .. 1,305 1,316 1,383 





* Profits of these banks shown before deduction of tax on distributed profits. 


securities account for some go per cent. of Irish banks’ holdings of all Govern- 
ment securities, and for 80 per cent. or more of their total investment portfolios. 
Holdings of Irish Government stocks did, however, increase considerably in 
1953, from £7.3 millions in the third quarter of 1952 to {10.3 millions a year 
later, an increase that presumably included a participation in the Irish Govern- 
ment’s {20 million issue of 5 per cent. stock, 1962-72, at par in the autumn of 
1952. Last year’s Government issue was for an even larger amount and a 
longer life—f25 millions in 1973-78 stock offering a redemption yield of 4? 
per cent. 

The Irish banks’ earnings from advances may have fallen slightly in 1953. 
In the aggregate, bank advances rose during the year—though, as Table Il 
shows, individual banks did show a decline; but the average level of advances 
outstanding was still depressed by the considerable fall that took place towards 
the end of 1952. On the other hand, the rate of 5? per cent. (which is that 
now charged on most overdrafts) obtained for the whole of 1953, compared 
with only nine months of 1952. For although the Irish banks raised their 
rates on advances when the British Bank rate was raised to 4 per cent. in 
March, 1952, they did not reduce their rates when Bank rate was reduced to 
34 per cent. in September of last year. It is indeed a common complaint in 
Ireland that the banks, which traditionally follow the British pattern of 
interest rates, have in recent years followed only the upward movements. 
The central bank’s discount rate (which is in no way comparable in influence 
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to the Bank rate in Britain or to the rediscount rate in most other countries) 
was raised from 24 to 33 per cent. on March 25, 1952, and has remained at 
that level ever since. 

The profitability of Irish banking in 1953 is reflected in Table I. Only two 
banks, it will be seen, refrained from raising their dividends—and one of these, 
the National, had blazed the trail with its increase in 1952. The other, the Ulster 
Bank, was—and is still—paying much the highest nominal rate of dividend 
of all the Irish banks and also the highest margin over the pre-war dividend 
(despite a steady fall in its profits over the last five years). In both these 
respects its dividend policy conforms to the pattern followed by its parent 
company, the Westminster Bank, which likewise pays 18 per cent.—and sees 
no justification for paying more. In this context it is interesting to note that 
the Belfast Banking Company, like the Scottish subsidiary of the Midland 
Bank, the Clydesdale & North of Scotland Bank, also followed its parent 
company in refraining from raising its dividend last year. 

The general increase of dividends by the Irish banks did not, however, 
involve so large a break with tradition as did the increases of the English 
banks. It is true that, apart from the National’s move of twelve months ago, 
there had been no change in the Irish banks’ dividends since 1948. But, 
unlike the English banks, all of them (except the Ulster Bank) had reduced 
their payments in 1939, and in the case of the Northern Bank in 1937 as well. 
Most of them made good some part of this reduction in 1946 or 1947; but 
even after last year’s increases, four of the eight banks had still not fully 
restored their payments. 

It will be seen from Table I that six of the banks announced an increase in 




















profits for 1953, while the other two showed fractional declines. The profits 
TABLE II 
CHANGE IN BANK ASSETS 
({000’s) 
Cash, 
London Balances Advances and 
Deposits and Call Money Investments Bills 
At Change At Change At Change At Change 
Dec. 31 on Dec. 31 on Dec. 31 on Dec. 31 on 
1953 1952 1953 1952 1953 1952 1953 195 
Bank of Ireland 72,600 + 7,897 | 13,472 — 3,051 | 38,608 + F2,581 | 36,855 — 799 
Hibernian Bank. . 24,337 + 1,016 3,164 658 | 10,512 + 1,019 | 11,722 + 656 
National Bank 79,395 + 4,128 | 22,772 + 2,041 28,728 1,093 | 31,053 + 95! 
Munster & 

Leinster Bank 66,810 -+- 3,336 9,496 — 2,486 25,935 1,09! 32,959 + 4,731 
Northern Bank .. 43,775 - 35 7,271 — 2,152 | 21,828 + 2,699 17,209 — 600 
Provincial Bank of 

Treland , 36,851 + 1,141 5.707 + 1,053 16,970 501 16,576 660 
Royal Bank of 

Ireland 18,758 85 2,935 — 5067 7,035 + 1,956 8,547 — 1,272 
Ulster Bank ; 48,492 +- 3,105 9,683 - 737 25,880 + 6,278 16,822 286 

Total Eight 

Banks 391,018 -| 20,673 | 74,560 - 6,557 | 176,096 | 26,156 | 171,743 + 4,593 














disclosed by the Irish banks are presumably no less subject to the vagaries of 
Inner reserve policy than are those of the English banks; and it should be 
noted that in appraising the profits of the Irish banks there is an added com- 


plication. 


Only four of them follow the English practice of computing the 
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profit after charging tax on the dividend; the others show their dividend 
requirements “gross’’. This distortion should be borne in mind when 
scrutinizing the table; it makes the year’s increase of 5 per cent. in the banks’ 
aggregate profits (compared with a fractional increase in 1952) look smaller 
than it would do if all the banks followed the “‘ net ’’ method; the English 
‘ Big Seven ’’, it will be recalled, showed an increase of 6.9 per cent. in 1953. 
The largest proportionate increase was registered by the Provincial Bank, 
while the Bank of Ireland, the Hibernian, and the Munster and Leinster each 
announced its largest increase since 1947. 

The assets structure of the Irish banks, which is summarized in Table II, 
shows some notable differences with that of the English banks. Most striking 
is the relatively minor réle played by portfolios of bills (which in a number of 
the balance sheets are still merged in the figures for advances). In the third 
quarter of 1953 the eight banks held only £16 millions of Government bills 
and £4.2 millions of other bills, an aggregate portfolio equivalent to a mere 
51 per cent. of total deposits—a quarter to a third of the ratio that has become 
customary in Britain. The Irish banks’ holdings of cash and balances with 
their London agents, at around 12 per cent., tend to be somewhat higher than 
the English banks’ cash ratios, but loans at call take up approximately the 
same proportion of deposits (roughly 7 per cent.), so that the ratio of liquid 
assets as a whole is considerably lower than in Britain—and the “ risk assets ” 
ratio (the ratio of investments and advances to deposits) is nearer to the pre-war 
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English level of around 70 per cent. than the level now maintained by the 
English banks (a level that has, of course, been substantially raised since the 
introduction of the “new ”’ monetary policy). 

The credit trends in the Republic can be deduced from Table II only after 
adjustment for the movement of assets held overseas. The table shows an 
increase in the deposits of the eight banks by over £20 millions, to £391 millions, 
in 1953, a much faster rate of growth than in 1952 (when the rise was just 
under £5 millions) and one that contrasts with a fractional fall in 1951. These 
comparisons, however, overstate the scale of change within the Republic 
itself, as the overseas assets of the banks fell steadily from 1950 to 1952 and 


TABLE III 
DISTRIBUTION OF BANK ASSETS AND LIABILITIES 
Total Held Abroad: Proportion of 
Liabilities Liabilities Assets overseas holdings : 
and Assets Liabilities Assets 
£ millions Per cent. 

1939 3rd quarter .. os 189.0 55-8 117.2 29.5 62.0 
1945 4th - es - 330.9 103.6 252.9 31.3 76.4 
1950 - s - *“" 417.60 132.5 264.8 a3..9 63.4 
195I i " i - 422.0 23m .2 242.4 31.1 57-4 
1952 - a - as 419.9 126.7 246.8 30.2 58.8 
1953 3rd " av - 424.0 128.3 249.3 30.3 58.8 


then rose again last year. The true trend of deposits in Ireland is thus one of 
steadily increasing expansion over the past three years rather than of sudden 
expansion following slight decline. 

The decline in the relative importance of overseas assets in the Irish 
banking system was checked in 1953; but the major change that has taken 
place since 1939—and more particularly since 1945—seems unlikely to be 
reversed. As Table III illustrates, the proportion of the eight banks’ assets 
employed abroad, after rising from 62.0 per cent. in the third quarter of 1939 
to 76.4 per cent. in the last quarter of 1945, fell to 63.4 per cent. in 1950 and 
57.4 per cent. in 1951; by the third quarter of 1953 it had risen to 58.8 per 
cent. The amount of these assets was actually lower in that quarter than in 
the last quarter of 1945; this was more than accounted for by a fall in the 
banks’ holdings of investments overseas—from {164 millions to £139 millions 
over the eight years. The holdings of overseas assets in 1945 were, of course, 
swollen by war-time influences broadly similar to those that produced the 
growth of the sterling balances of other overseas members of the sterling area 
—notably Britain’s drastically reduced export capacity and its voracious 
demand for imports. It is reasonable to suppose that the immediate post-war 
proportion of Irish bank claims overseas was unnaturally high. Similarly, 
the massive liquidations of Irish overseas assets in the years that followed 
reflected at first the pent-up demand for imports, which swung Ireland’s 
balance of payments into deficit as soon as supplies (and shipping) became 
available. This, however, was an abnormal phase; and in the past two 
years the balance of payments has improved. Though the outlets for profitable 
employment of bank resources within Ireland—whether in advances or invest- 
ments—will doubtless continue to grow, there is no sign of any such massive 
development as would eventually transform the present relationship between 
external and domestic assets. 
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A Prosperous Year for Life Assurance 
By a Special Correspondent 


”” 


uninterrupted post-war rise in 1953. The net new “ ordinary” sums 

assured by the 58 offices whose figures are given on page 168 totalled 
£775.4 millions last year, 5.8 per cent. more than the £732.6 millions assured 
in 1952. These offices account for some 95 per cent. of the ordinary life 
business transacted at home and overseas by offices registered in the United 
Kingdom and by the dozen or so Commonwealth offices operating there, 
so that these figures are broadly indicative of the trends in the life assurance 
business as a whole. The comprehensive figures obtainable from the Board 
of Trade returns are so far available only up to 1951, but reasonably reliable 
estimates can be made for the past two years. The following table presents 
the picture of post-war expansion in index form: 


T= new business transacted by the life offices continued its virtually 


1936 1940 1947 1945 1949 1950 IQ5! 1952 1953 
100 162.3 206.6 206.1 211.3 232.9 272.9 284.0 300 0 


It is clear that new life business has done little more than keep pace with the 
fall in the purchasing power of money. 

This was less true of last year’s expansion than of that of earlier post-war 
years; and the volume of new business transacted was indeed considerably 
greater than most insurance opinion would have been prepared to predict 
earlier in the year. Yet there is little doubt that the éxpansion owed hardly 
anything to an increase in voluntary thrift through life assurance; for an 
ever increasing part of life business now consists of staff pension and life 
assurance schemes (including “‘ top hat ’’ arrangements for more highly paid 
executives), and a further important proportion consists of policies taken out 
to minimize the burden of estate duties. The new business of the life offices 
is therefore affected most of all by the level of business profits. The volume 
of new business in 1952 was saved from decline by the industrial recovery in 
the fourth quarter; and the good showing in 1953 can be largely accounted 
for by the recovery in profits and the business outlook that took place in the 
last three quarters of the year. 

It is not easy to determine the break-down between “staff scheme’’ and 
‘individual ’’ business, for there is no uniformity in the basis upon which the 
various special types of policy are included in the returns of new business of 
the different offices. The Life Offices’ Association and the Associated Scottish 
Life Offices do now publish annual returns, which are claimed to cover offices 
transacting 99 per cent. of the total business, but they are not comparable 
with those from the Board of Trade. The associations’ latest statistics show 
that in 1952 some three-quarters of the expansion of £47 millions in new business 
over that of 1951 was accounted for by the growth of group business. These 
figures confirm the widespread view that individual new business is no longer 
easy to come by. Naturally, the offices that have concentrated relatively 
little on group and scheme business have been seriously affected. The indus- 
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trial life offices have also felt the pinch; but they are subject to a number of 
quite separate influences.* If the recommendations of the Millard Tucker 
reportt are implemented, moreover, the taxation advantages of pensions 
contracts in one form or another would further accelerate the erosion of the 
market in endowment and whole life assurances by scheme business. 

The fact is that the pattern of individual life policies is changing. Until 
the mid-thirties, endowment and whole-life policies preponderated, but to-day 
relatively few of the “individual” policies are taken out solely for family 
protection. Instead, house purchase schemes in conjunction with endowment 
assurance policies have become particularly popular—largely on account of 
the substantial taxation advantage of this method of repayment over the 
normal building society method. The total amount advanced annually by 
the life offices in conjunction with endowment assurance policies for house 
purchase 1s not known; it certainly amounts to some tens of millions of pounds. 

Perhaps the most important of the categories of policies effected for a 
specific purpose are assurances taken out for married women in order to 
minimize the amount of estate duty payable on the death of their husbands. 
If the policy is arranged under the Married Women’s Property Act of 1882, 
so that the assured never had an interest in it, each such policy (which can be 
in favour of children as well as the spouse) is deemed to form an estate by itself 
—so that a much lower rate of duty will be attracted than that on the husband’s 
estate. There is reason to believe that the profits from “‘ Married Women’s 
Property Act ”’ policies may in future be less favourable than those on the 
whole corpus of life assurance business; for the middle-aged business men who 
form the largest part of the clientele of these policies are particularly subject 
to a number of the diseases which are most responsible for premature claims 
—including coronary thrombosis. This does not necessarily mean that the 
premium rates for these policies (and also for “‘ top hat’’ policies, many of 
which exhibit the same underwriting features) are inadequate. Premiums on 
both these types of policy at less than the normal tabular rates are justified 
on account of the saving in expenses that the offices enjoy on large policies. 

The life offices’ annuity business continued buoyant in 1953; unfortunately, 
the total volume of the business is obscured by the incompleteness of the 
statistics. The life offices’ associations have calculated, however, that in 1952 
premiums for annuities accounted for £57.6 millions out of total annual 
premiums of {253.5 millions. Most of these were for deferred annuities issued 
in connection with staff pension schemes. At the end of 1952, more than 
1} million individuals had life assurance cover under some form of assurance 
scheme; most of them also had assured pension rights, which totalled over 
£200 millions per annum. 

Deferred annuity business on the present scale confronts the life assurance 
offices with an entirely new set of problems. Pension scheme deferred annuities 
represent the longest term contracts on the books. For young lives, payment 
of the pension may not commence for forty years and may continue for perhaps 
a further two decades. The effect of relatively small changes in the rate of 
interest over such long periods is important. At 2} per cent., for example, 
{I per annum accumulated for 40 years amounts to £67 8s.; at 3 per cent., to 
£75 8s. As it is necessary for the offices to assume one certain rate of interest 





* See ‘‘ What Future for Industrial Assurance ? ”’ in the December, 1953, issue of THE BANKER. 
t This report is discussed in detail in Diary notes on pages 118-119 of this issue. 
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Alliance 

Atlas 

Beacon 

Britannic 

Caledonian : 

Clerica], Medical and General 
Colonial Mutual (U.K. only) 
Confederation Life (U.K. only) 
Commercial Union 
Co-operative 

Crusader .. 

Eagle Star 

Equitable 

Equity and Law 

Friends’ Provident and Century 
General Life - 
Gresham Life 

Guardian .. 

Law Union and Rock 

Legal and General 

Life Association of Scotland 
Liverpool & London & Globe 
Liverpool Victoria 

London Assurance 

London Life 

London and Manchestert - 
Manufacturers Life (U.K. only) 
Marine and General 
Mercantile & General Reinsurance 
Midland Employers’ 

National and Colonial 
National Farmers 

Nationa] Mutual 

National Provident 

North British & Mercantile 
Northernf 

Norwich Union Life 

Pearl 

Phoenix 

Provident Association of London 
Provident Mutual 

Prudential 

Refuge 

Royal ; 

Royal Exchange 

Royal London 

Scottish Amicable 

Scottish Equitable 

Scottish Life 

Scottish Mutual 

Scottish Provident 

Scottish Union and National 
Scottish Widows’ 

Standard .. 

Sun Life ~ 

United Kingdom Prov ident 
University Life 

Wesleyan and General 
Yorkshire 


* Approximation. 





1938 1951 
fooo's {£000's 
4,205 7774 
4,043 5,042 
1,291 3,344 
3,423 5,415 
2,103 3,019 
2,733 5,044 
2,786 8,832 
1475 5.178 
5,991 16,004 
3:275 23,970 
691 2,188 
10,313 50,618 
2,029 4,521 
3,513 6,039 
2,055 15,073 
2,611 4,054 
3,815 10,600 
1,719 9,886 
3,106 4,042 
16,5605 71,123 
1,721 2,051 
2,851 7,269 
3,572 7,271 
2,079 6,024 
2,701 2,477 
1,105 5,817 
564 1,969 
341 8,749 
— 1,312 
241 858 
676 5,007 
1,082 2,012 
2,047 4,962 
5327 10,447 
3,309 = 9,428 
11,750 44,179 
8,231 18,827 
4,907 6,517 
2,069 8,237 
3,287 4,690 
31,763  98,500§ 
7,895 12,443 
5,177 10,663 
4,359 5»542 
5,526 9,087 
2,131 10,127 
1,836 4,342 
2,317 4,175 
1,575 2,733 
3,159 7372 
2,539 4,974 
5,241 14,007 
6,466 28,851 
21,660 41,131 
5,116 7,003 
340 986 
1,498 3,796 
3,030 14,788 
249,056 705,849 





1952 
£000's 
7,911 
6,279 
3,945 
$,213 
2,996 
6,596 
8,589 
3,759 
17,276 
16,015 
2,028 
54,2601 
4,634 
6,723 
14,344 
4,029 
10,046 
9,008 
4,657 
72,347 
1,958 
7»399 
7:O57 
6,049 
2,806 


6,429 
2,107 
10,441 
1,227 
1,156 
5,939 
1,834 
5,024 
13,714 
13,033 
47,383 
19,829 
6,550 
9,240 
5,262 


101,080§ 


13,477 
12,010 
6,122 
7,216 
9,912 
4,049 
4,305 
2,537 
7,684 
5,111 
15,532 
34,049 
43,043 
7,270 
I,OI2 
3,508 
16,381 





732,648 





t+ Accounting year ends on March 24. 


NEW ORDINARY LIFE ASSURANCE: NET SUMS ASSURED 


1953 


£000’S 


8,450* 
5,040 
5,325* 
re 
3,037 
7,200* 
9,700* 
3,514 
17,377 


21,700 


2,045 


56,000* 


4,075* 
3,447 
17,279 
4,545 
I1,000* 
8,661 


5,395 


SI,OII 


2,203 
8,232* 
5,518 
5,643 
3,508 


9,154 
2,387 
12,000* 
1,319 

1,423* 
5,427 
1,374 
4,800* 
10,250* 
16,039 
52,000* 


20,356 


6,731 
8,g00* 
5,400* 


110, 0008 


12,600 

13,638* 
7414 
6,855 
9,084 
4,504" 
5,120* 
3,093 
8,605 
5,400* 


15,000* 
35,600 
39,078 


7,546 
I,022 


3,947 


16,300* 





773417 





£3,530,000 in 1938-39, £5,200,000 in 1951-52 and £4,310,000 in 1952-53. 
and Scottish. 









Change in 1953 
Increases Decreases 


£000’s 


539 
1,380 


41 
604 
I,1II 


IOI 
5,085 
617 
1,739 


1,724 
2,435 
510 
954 


738 
8,664 
245 
833 


702 


2,725 
280 


1,559 


455 
755 
556 
g2I 
289 


1,55! 


270 
10 
439 


£000’s 
1,239 


1,167 


559 


347 


1,539 
406 


224 
3,404 


340 


877 


532 
3,965 


81 


eg 
+ 42,769 





Net sums assured amounted to 


{ Including London 


§ Excluding new group life assurance, amounting to {10.9 millions in 1952. 
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for the whole term of the contract in calculating the assured’s rate of contri- 
bution, this class of business is far more vulnerable to changes of fortune than 
is, Say, a 20-year term endowment assurance. Moreover, the specific provision 
in the premium rates for expenses of management is much smaller in deferred 
annuity than in life assurance contracts, for the risk of future inflation raising 
costs above their assumed level 1s proportionate to the length of the contract. 

Certain cushions can be, and have been, provided against the special 
uncertainties of deferred annuity business. In recent years, for example, more 
contracts have been issued on a participating basis; and nowadays premium 
rates are not guaranteed for future business as they once were. Moreover, 
given continually improving longevity, there is normally a profit under the 
associated group life assurance to set off against the annuity liabilities. 

The year 1953 was on the whole a good one for the life offices. Profits 
from mortality under life policies continued buoyant. The mortality table 
in general use for ordinary life contracts, the A 1924-29, is based on rates of 
mortality that are substantially higher than those now experienced by any 
British office; actual rates of mortality are nowadays only about two-thirds 
of those expected by the table. 

A more important influence on the net earnings of life offices than the trend 
of mortality is, however, the trend of interest rates; and these have been 
steadily upward in recent years. In 1948, the average net yield on the life 
and annuity funds of a large sample of the leading offices was £3 Ios. od. per 
cent.; by 1952 the rate of return had risen to £3 16s. od. per cent.; and last 
year it must have been higher still. This year, however, the yield on life office 
funds is beginning to reflect the fall in the long-term rate of interest that has 
proceeded since mid-1952. The return on newly-invested money is now 
fully one-half per cent. below that obtainable at the beginning of 1953. 

The third major item that affects the profitability of life assurance business 
is the cost of management. Expressed as a proportion of the year’s premium 
income absorbed in management expenses and in agents’ commissions, these 
costs have been kept at about 143 per cent. in recent years; but they may 
well have risen somewhat in 1953. The expense ratio is still, however, below 
the ratio in most pre-war years. 

The fruits of this generally favourable experience have continued to 
be largely passed on to the policyholders. Bonuses on with-profit policies 
continue to rise and premium rates for non-participating policies to fall, 
whilst the return on annuity purchase money is still tending to increase. The 
trend of falling premiums and increasing annuities seems, however, to be 
near its turning point. Bonuses may indeed be expected to improve for some 
time, since most offices are accustomed to declare a bonus only at triennial or 
quinquennial intervals. But the falling trend in the investment yield must, 
unless reversed, soon affect the ability of the offices to make further concessions 
to their policyholders. 

One fortunate result of a further reduction in the return on fixed interest 
securities might be to induce some of the more timid spirits in the life offices 
to extend their stake in equities—which in 1952 was limited to 12.3 per cent. 
of the total assets of the leading life offices. The proportion ranged between 
the various offices from zero to 30.4 per cent., so that there is obvious scope 
for a larger participation by many life offices in industrial risk capital—and, 
incidentally, for higher yields for the offices and some hedge against inflation. 
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American Review 





HE gross national product fell in the last quarter of 1953 by $6,500 millions 

to an annual rate of $363,500 millions. This was almost $8,000 millions 

below the peak rate of $371,400 millions reached in the second quarter of 
the year, but was still well above the average level of $348,000 millions for 1952. 
Nearly one-half of the decline in the fourth quarter—$3,o00 millions—was 
attributable to a reduction in inventories; the balance was accounted for by a 
decline in spending on defence and on durable consumer goods. 

The Federal Reserve Board’s index of industrial production dipped again from 
127 in December to 125 in January (based on 1947-49=100). This brought the 
fall in production since last July’s peak of 137 points to nearly 9 per cent. Business 
stocks are still falling, however, and many observers find particular cause for 
confidence in the decline in last year’s heavy build-up of stocks of durable con- 
sumer goods—a build-up which has now been reduced to proportions which 
involve no further sharp adjustment in production. Indeed, the President’s 
Economic Report to Congress late in January put particular stress upon thé 
stock position, assuming that this had now been corrected to a very large degree 
and that a new period of expansion could therefore be expected to emerge. 





MARCH A DECISIVE MONTH ? 


In recent weeks, however, official spokesmen themselves have admitted that 
the Economic Report may have taken too optimistic a view of the business 
prospect. Mr. Winfield Riefler, a specialist adviser of the Reserve Board, has 
declared that the production index has now declined by as much as Io per cent., 
a move which “raises the possibility that it may in itself set forces in motion 
that will spread more widely over the economy’’. And President Eisenhower 
himself has spoken of the possible need for more vigorous Governmental stimulation 
of business should the unemployment figures for March fail to register their 
normal seasonal decline. 

The reduction in the rediscount rate from 2 to I? per cent. made early last 
month by the Federal Reserve Bank of New York and by five other reserve banks 
marked the official recognition by the Federal Reserve authorities of the lower 
level of money rates that has now prevailed for many months. This was indeed 
the first change in the rediscount rate since its increase from 12 to 2 per cent. 
in January, 1953; but by the early spring the Federal Reserve Board had already 
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reversed its anti-inflationary policy. From the spring of last year onwards it 
made large purchases in the open market and thus maintained easy credit con- 
ditions and a continuing downward pressure on interest rates. The effect of the 
ensuing abundance of short-term funds was that the official discount rate had 


moved well out of line with market rates for Treasury bills, which had fallen 
in early February to 0.593 per cent.—the lowest point since 1947. 
more than a recognition 


The reduction in the rediscount rate was, however, 
It was timed so as to exert the maximum psychological 


of existing conditions. 


American Economic Indicators 








1953 
1950 I95I 1952 
Sept. Oct. Nov. Dec 
Production and Business: 
Industrial production (1947-49=1I100).. 112 120 124 133 132 130 127 
Gross private investment (billion $) 50.3 58.5 52.1 55-2 — — 48-8 
New plant and equipment (billion $).. 20.6 25.6 20.5 28.8 — — 28+3 
Construction (million $).. 2,396 2,574 2,694 2,845 2,851 2,900 2,900 
Business sales (billion $) — 4.5 45.6 47.5 47.6 47.9 47.3 
Business stocks (billion $) — 74.0 74.7 79.3 79.0 76.4 St.0 
Merchandise exports (million $) 856 1,164 1,098 1,244 1,256 1,246 1,316 
Merchandise imports (million $) 738 QI4 893 gos 822 839 QII 
Employment and Wages: 

Non-farm employment (million) 52-4. 53-9 «54-4 55-9 55-1 55-3 55-3 
Unemployment (000s) 3,142 1,879 1,673 1,246 1,162 1,400 1,850 
Unemployment as % labour force 5.0 3.0 $3 2.0 1.8 2.3 3.0 
Hourly earnings (mfg.) ($) I.46 1.59 1.67 1.78 78 79 «=—s«a1..79 
Weekly earnings (mfg.) ($) whe 9.33 64.71 67.97 71.02 -73 71.60 71.96 
. ; ee igh 510 535 403 ; - 
Moody commodity (1931 =100) Wen 347 pr ani 1O4 394 405 413 
Farm products (1947-49 =100).. so “O78. 123.4 307.0 -o6.2 95.2 93-6 94.4 
Industrial (1947- 49 = 100) ; .. 105.0 115.9 113.2 I14.8 114.5 114.5 114.6 
Consumers’ index (1947- 49 =100) ». 102.8 I11.0 113.5 I15.2 115.4 115.0 114.9 


Credit and Finance: 


Bank loans (billion $) 52.2 57-7 64.2 66.3 67.1 67.2 68.3 
Bank investments (billion $) 74.4 74.9 77.5 76.7 76.8 78.2 78.1 
Bank loans (weekly) (billion $) 9.6 2331.8 23.2 28,2 23:3 22:2 dati 
Consumer credit (billion) e 20.8 23.5 23:7 27.6 22 2.2 Be 
Treasury bill rate (%) I.22 1.55 5.97 I.9 1.4 1.4 1.6 
U.S. Govt. Bonds rate (%) . 2. s.57 2:68 2.8 2.8 2.8 29 
Money supply (billion $) ‘4 .. 180.6 189.8 200.4 201.I 201.7 203.6 205.8 
Federal cash budget (-+ or —) (mill. $) + 450 +1,244 -1I,641 -3,500 a — -—4,644 


For 1950-52, actual totals are shown for 
Business sales and stocks, money supply, 


Notes.—Latest figures are preliminary or estimated. 
construction, equipment and other domestic investment. 
bank loans and consumer credit show amounts outstanding at the end of the period. Moody’s 
spot commodity index shows high and low, 1950-52, and end-month figures this year; other 
commodities show monthly averages. Investment figures, 1953, are quarterly and at annual 
tates. Weekly bank loans are derived from partial returns only. Budget figures are cash totals 
1950-52, and quarterly 1953. 


effect on the business prospect. The change has given the money market, the 
banks and industry a reaffirmation that the easy money policy will not be reversed 
as long as the decline in overall activity continues; and, equally significant, the 
fact that the Reserve authorities have thus deliberately followed up the effects of 
their policy is a sign that they believe that the recession will continue for some 
while to come. Heavy tax payments due in March may bring temporary tightness 
in the money market, but the Reserve System's modest purchases of securities 
in February have so far maintained the increase in the cash reserves of the com- 
mercial banks caused by the seasonal reflux of currency. 
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The stimulus provided by the ‘“‘ Fed’ has occurred against a background of a 
declining volume of loans to business. From the turn of year until February 3 
the weekly reporting member banks showed declines in these loans of $750 millions 
against a comparable decline of $440 millions a year ago; and whereas the con- 
traction from the 1953 peak has not been especially significant, the failvre of 
business loans to expand last autumn on anything like the scale of 1952 has made 
the banks much more responsive to the attractions of longer-term Treasury 
bonds. Funds released by loan repayments naturally brought pressure to bear 
in the first instance in the short-term market (and this has been one of the factors 
responsible for the sharp decline in the Treasury bill rate). Now that the decline 
in the business loan prospect is clear and that the “‘ Fed ”’ is so firmly pledged to 
easy money, however, the banks and other institutional buyers have been moving 
steadily from “shorts’”’ into longer-dated securities. The Treasury has taken 
prime advantage of the buoyant market by launching, at the close of January, its 
third major refunding programme over the past six months. The operation, 
which was the largest in recent years, dealt with $20,800 millions of bonds, notes 
and certificates maturing between mid-February and June next. Terms were 
pitched attractively. Holders of notes and certificates were offered exchange 
into 12 per cent. one-year Certificates or 2} per cent. Bonds maturing in 1961; 
and Bondholders were offered exchange into the 1961 Bonds as a “ one-way 
option’. The result was that over $11,000 millions of these maturing issues 
were exchanged for the new 23 per cents. of 1961—which now become the largest . 
marketable issue on the entire bond list. The Treasury has thus conducted 
another highly successful refunding measure and made a significant contribution 
to its avowed policy of lengthening maturity dates. 





International Banking Review* 


Argentina 


GREEMENT has been reached with the British authorities upon an extension 
Ae six months of the trade arrangements made for 1953. The agreement is 

an interim measure to bridge the gap between the expiration of the protocol 
for 1953 and the termination on June 30, 1954, of the five-year Anglo-Argentine 
payments agreement. It is still uncertain whether or not a new long-term pay- 
ments agreement will be concluded later in the year. 


Belgium 

The annual report of the National Bank of Belgium expresses the belief that 
all the conditions necessary for the restoration of the Belgian franc to full con- 
vertibility on the basis of a fixed rate of exchange have now been fulfilled. It is 
emphasized, however, that such a step would require the enforcement of a strong 
monetary discipline. 

The proportion of the proceeds of customers’ exports to E.P.U. countries that 
Belgian banks must place in a blocked account has been reduced from a range of 
3-253 per cent. to 24-20 per cent. In order to facilitate this change the National 
Bank of Belgium has agreed to increase the portion of Belgium’s credit to the 





* News of United States banking appears in ‘‘American Review ” (page 170). Brief editorial 
discussion of particular items of international banking news appears in ‘‘A Banker’s Diary” 
(pages 117-122 in this issue). 
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E.P.U. that it finances without “ special security ’’. This security consists of 
a fund made up of the proceeds of the blocked export earnings that will now be 
reduced. 

An additional rallonge of $50 millions has been added to the Belgian quota 
inthe E.P.U. The original quota was $331 millions, and a rallonge of $75 millions 
had already been granted. The Belgian cumulative surplus in the Union had 
exceeded $400 millions by the end of 1953. 


Brazil 


The Brazilian central bank has transferred sterling to the value of £11}-13 
millions to the Bank of England on account of Brazilian commercial arrears. 
The debts are to be paid off in chronological order, and it is estimated that the 
current payment should suffice to discharge debts that originally fell due up to 
about the middle of 1952. The total of Brazil’s sterling commercial arrears when 
the new scheme came into operation amounted to about {£55 millions, compared 
with {67 millions in the autumn of last year. The sharp decline is attributed to 
the repayment of specific debts from the proceeds of shipments of cotton and 
other goods to Britain. Such transactions were permissible only up to the time 
that the new inter-Governmental agreement came into effect. 

Commercial arrears to United States traders are stated to have declined to 
$36.7 millions by the end of 1953. This represents a drop of $171.6 millions from 
the peak level reached last April and the lowest figure for three years. The repay- 
ments were financed largely by drawings on credits made available for the purpose 
by the U.S. Export-Import Bank. 


Canada 


The Government is considering a broad change in the mechanics of credit 
control in Canada. The main proposal under examination is that the ratio that 
the commercial banks maintain between cash and deposits should be varied from 
time to time according to trends in the economy. The present convention is for 
the banks to maintain a cash ratio of 10 per cent. 

The Government has proposed that the National Housing Act be amended so 
as to reduce initial down-payments, to extend the duration of mortgages, and to 
introduce a system of mortgage insurance. In order to maintain an adequate 
supply of mortgage funds the commercial banks would be empowered to lend 
against insured mortgages, which would in turn become eligible as collateral for 
borrowing from the central bank. 

The Governor of the Bank of Canada states in his annual report to Parliament 
that economic activity in Canada rose to a peak level in 1953, but showed signs of 
levelling off towards the end of the year. National production is stated to have 
been 33 per cent. larger in volume than in 1952. Commercial bank loans rose by 
Can. $607 millions to Can. $4,051 millions during the year and the banks’ total 
assets increased by Can. $491 millions to Can. $8,534 millions. The Bank of 
Canada secured a net profit of Can. $44.1 millions. 

It has been officially stated that new British investment in Canadian 
enterprises in 1953 amounted to Can. $100 millions, a post-war record. 


Ceylon 


The Prime Minister, Sir John Koalawala, has stated that foreign capital will 
be welcome in Ceylon so long as it is free of any political strings. No impediments 
will be placed in the way of either the repatriation of capital or the transfer abroad 
of profits and dividends, 
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The Government has introduced legislation to enable the Finance Minister to 
raise external loans to a total of Rs. 600 millions for expenditure on any work 
connected with development. The money may be raised by the Central Bank 
Monetary Board by the issue of stock or securities in Ceylon and the United 
Kingdom and by loans from the International Bank. Issues made outside Ceylon 
will, under the terms of the Bill, be free of all taxes in Ceylon for subscribers not 
resident in Ceylon. 

Czechoslovakia 


Czechoslovakia’s membership of the International Bank for Reconstruction 
and Development has been suspended because of its failure to pay the balance 
due on its capital subscription to the Bank. Czechoslovakia had paid $1.9 millions 
of the 2 per cent. of its quota due in gold or U.S. dollars in 1947; the balance of 
$625,000 was due to be paid by mid-195I. 


Ecuador 


The International Bank for Reconstruction and Development has made its 
first loan to Ecuador. The loan, which is for a period of ten years and ts at 48 
per cent., will be used to finance the country’s programme of highway construction, 
Ecuador has also been granted a loan of $2.5 millions by the U.S. Export-Import 
Bank to finance the improvement of the airports at Quito and Guayaquil. This 
credit is repayable over a period of 15 years, beginning in 1957, and will bear 
interest at 4? per cent. 


Egypt 

The Government has relaxed restrictions on imports of machinery and raw 
materials needed by local industries. These relaxations do not, however, apply to 
imports from the sterling area or from countries having payments agreements 
with Egypt. The Government has stated that such relaxations must await an 
adequate increase in the level of Egypt’s sterling balances. 

Consumer goods industries are to be granted extensive additional protection 
from foreign competition through an increase in a wide range of customs cluties, 


France 


The Bank of France reduced its discount rate from 3} to 3} per cent. on 
February 4. Thgs followed a cut in the Bank rate from 4 to 3} per cent. on 
September 17 of last year. The latest adjustment was made as part of a plan 
drafted by the#Finance Minister, M. Faure, to raise the country’s production by 
IO per cent. in eighteen months. Capital development is to be encouraged by 
cheaper and more abundant credit and output by new and svbstantial tax con- 
cessions. The plan also advocates the extension from 8 to 15 years of investment 
credits granted to industrial enterprises by the State Bank—Credit Nationale— 
and that the Government should proceed with the finance of some Frs. 60,000 
millions of investment projects, which under the Budget Bill were made conditional 
upon the Treasury raising the funds in the capital market. 

The Treasury's net borrowing from the banking system increased by Frs. 253,000 
millions to Frs. 2,016,000 millions in 1953; most of the additional borrowing took 
place in the early months of the year. Bank lending to the private sector of the 
economy during 1953 increased by Irs. 242,000 millions, that is by about one- 
third less than in 1952. 

Germany 

Medium-term and long-term banking credits to business and private customers 

are estimated in a survey carried out by the Bank Deutscher Laender to have 
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reached almost DM. 19,000 millions by the end of 1953. Short-term loans are stated 
to have risen by only DM. 2,000 millions, to DM. 21,500 millions, during the year. 
The survey states that the banks’ holdings of long-term capital funds are con- 
sidered inadequate in relation to their long-term loans; accordingly, it indicates 
that the German commercial banks are expected to approach the capital market 
as soon as conditions permit. 


Greece 
The Greek Cabinet Council has announced that two committees are being set 
up to help settle the problem of the country’s domestic and external debts. The 
first is to collect and study data on internal and external loans, while the second 
will negotiate, in round-table discussions, with representatives of creditors in 
Britain, 'rance and the United States. 


India 

A report of a special mission of the International Monetary lund to investigate 
the Indian economic and financial situation states that India is now in a position 
to undertake a larger volume of investment and urges the Government to accept 
“development with stability ’ as its basic economic policy. It calls for increased 
foreign aid to India and suggests that India should make special arrangements 
with the United States and Canada for the supply of wheat in an emergency so 
that a crop failure does not lead to a drain on the foreign exchange resources 
needed to implement the development programme. 


Iran 

An international team of oil experts representing cight companies went to 
Abadan last month to assess the problem of restoring the refinery to production. 
The experts estimated that the restoration would require $60 millions and that at 
least 500 technicians would be required to maintain production. 

Iran has been granted a credit by the Japanese Export-Import Bank equivalent 
to U.S. $16.5 millions to finance the purchase of sugar refining equipment from 
Japan. 

Israel 


Isracl has been granted membership of the International Bank for Recon- 
struction and Development and of the International Monctary Fund. 


Japan 

Trade talks with the self-governing sterling countries are to be arranged in 
order to press for wider facilities for Japanese goods than were granted in the 
Anglo- Japanese payments agreement. The agreement is discussed in detail in 
an article on page 142 of this issue. 

The Ministry of Trade has announced that imports from the sterling area from 

the proceeds of the special foreign exchange bonus granted to exporters have, 
with certain exceptions, been suspended indefinitely. It is understood that 
speculative imports were being made under the bonus system. 
_ Japan is seeking a loan of $25 millions from the International Bank to help to 
inance a $50 million plan to develop natural resources in South-East Asia. The 
production of crude salt, bauxite, iron ore, coking coal and copper for import into 
Japan is to be especially encouraged, as it would result in a considerable saving of 
dollar expenditure. 
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Mexico 


The Government has abolished almost all remaining export taxes in order to 
check the deterioration in the country’s external payments experienced in 1953, 
The resulting loss of revenue is to be made good by increasing import duties by 
25 per cent. on a wide range of foreign goods—including the two principal U.K. 
exports to Mexico, Scotch whisky and motor cars. 


New Zealand 


The Dominion has been granted a credit of $16 millions by the Export-Import 
Bank (an agency of the U.S. Government) for the purchase of American equipment 
for the Murupara pulp and paper project. The money will actually be drawn 
from private American banks and insurance companies; the Export-Import Bank 
will simply be responsible for the loan and will guarantee pavment of interest 
and repayment of capital. The operation, which will not become a charge on the 
U.S. Budget, marks the first long-term guarantee loan to be made by the Export- 
Import Bank. 

Norway 

A Government survey of the economic prospect for 1954 reveals that it has 
been decided to borrow abroad to cover Norway’s need for imported capital 
goods. It is stated that negotiations for a long term loan have already been 
opened with the International Bank and that the possibility of obtaining other 
credits is being investigated. A balance of payments deficit of Kr. 370 millions is 
expected in 1954. 

Pakistan 

Plans have been announced for the finance of the construction of a pipeline to 
transmit to Karachi natural gas from a large field in Baluchistan, discovered by 
the Burmah Oil Company. The total cost of the project is estimated at £9 millions, 
and the equity capital is to be £4 millions. Of this, £1 million each will be provided 
by Burmah Oil, the Pakistan Development Corporation, the Commonwealth 
Development Finance Company (set up in London at the end of 1952 to finance 
dollar-saving Commonwealth projects of this type) and by private investors in 
Pakistan. The remaining {5 millions is hoped to be received from the International 
Bank for Reconstruction and Development (but the Bank has still to accept the 
application). The project is the first to be undertaken by the Colonial Develop- 
ment Finance Company. 

Rumania 


The Government has announced an overhaul of the currency system similar 
to that undertaken by Poland and other Iron Curtain countries in recent years. 
The gold value of the Rumanian lei has been almost doubled and the currency 
has been appreciated in terms of foreign exchange rates accordingly. The new 
sterling rate is 16.8 lei to the pound, compared with 31.30 previously. 


Soviet Union 

The Soviet Foreign Minister, Mr. Kabanov, told a party of British business 
men visiting Moscow for discussions on Anglo-Russian trade prospects that Russia 
was prepared to place orders for British goods to the value of £400 millions in the 
three-year period 1955-57. Mr. Kabanov envisaged a total trade turnover between 
the two countries of some £250 millions per annum—more than three times the 
average level reached in the past three years. The British mission is stated to 
have secured some substantial firm orders from the Soviet Union, including one 
valued at £6 millions for fishing trawlers. : 
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Appointments and Retirements 








Bank of England-—Discount Office : Mr. D. W. C. Allen, M.B.E., has been appointed a deputy 
rincipal. 

barclays Bank—London—Head Office: Mr. H. H. Hutchinson, from Pall Mall, to be an assistant 
general manager; Pall Mall District, Local Head Office. Mr. A. R. Milward to be district manager; 
Acton: Mr. res Mansfield to be manager; Curzon St.: Mr. R. Lewis to be manager. Boreham 
Wood: Mr. S. W. C. Goodwin, from St. Albans, to be manager. Brentwood: Mr. G. C. Watts, 
fom Burnham-on-Crouch, to be manager. Burnham-on-Crouch: Mr. C. C. Jago, from Leigh- 
on-Sea, to be manager. Cayvmarthen: Mr. D. E. Williams, from St. Clears, to be manager. 
Huddersfield: Mr. D. G. Cowling, from Market St., Bradford, to be manager. Leeds—-Park Row: 
Mr. A. W. Emmerson, from Huddersfield, to be manager; Albion St.: Mr. A. Hargreaves, from 
Headingley, to be manager; Headingley: Mr. C.F. Bedford, from Albion St., Leeds, to be manager. 
Leigh-on-Sea, Leigh Rd.: Mr. F. A. Warner, from Witham, to be manager. Loddon: Mr: H. J. 
Underwood to be manager. Manchester—Longsight: Mr. J. Hardman to be manager; Salford 
and Trafford Park: Mr. A. L. Davies, from Longsight, to be manager. Rickmansworth: Mr. 
S. G. Neave, from Boreham Wood, to be manager. S¢. Clearvs: Mr. R. L. Morris, from Tenby, 
to be manager. 

District Bank—Mr. W. Mitchell to be chief general manager on retirement of Mr. S. Higgin- 
botton. Bradford: Mr. F. L. Moss to be manager. Manchester and Salford, Crumpsall: Mr. A. 
Simpson, from Chorlton-cum-Hardy, to be manager. 

Lloyds Bank—Head Office—Advance Dept.: Mr. L. W. Gardener, from Southall, and Mr. W. S. 
Pocock, from Watchet, to be assistant controllers; Chief Inspector's Dept.: Mr. A. J. K. Anderson, 
D.S.C., Mr. E. C. Corkill, from Barrow-in-Furness, Mr. N. A. T. Pincott, from Jersey, and Mr. 
P. W. Reynolds, from Parkstone, to be inspectors. District Office, Salisbury: Mr. W. G. Probert, 
from Southampton, to be district manager on retirement of Mr. W. Reeve. Blackburn: Mr. 
E. B. Nash, from Huddersfield, to be manager. Bradford (also West Bowling): Mr. H. V. Holroyde, 
from Blackburn, to be manager on retirement of Mr. S. W. Craven. Braunton: Mr. G. H. Earle, 
from Bideford, to be manager on retirement of Mr. H. W. Mules. Chipping Campden: Mr. 
J. E. Major, from Weymouth, to be manager (branch upgraded to full status). Cullompton: 
Mr. J. S. Bowey, from Exeter, to be manager on retirement of Mr. F. Burden. Ebbw Vale: Mr. 
D. G. Davies, from Newport, Mon., to be manager. Grays: Mr. A. W. Morgan, from South 
Woodford, E., to be manager on retirement of Mr. L. G. Tippen, M.M. Jford: Mr. R. F. D. 
Andrews to be manager. Llanybyther: Mr. L. A. Jenkins, from Tregaron, to be manager. Newport, 
Mon., High St.: Mr. J. P. Williams, from Ebbw Vale, to be manager on retirement of Mr. W. G. 
Rees. Parkstone: Mr. A. E. Horton, from Cheltenham, to be manager. Reading: Mr. R. D. 
Saunders, from Gloucester, to be manager on retirement of Mr. A. W. H. Avory. Saltash: Mr. 
W. G. R. Furneaux, from Helston, to be manager on retirement of Mr. S. S. Cory. Southampton: 
Mr..D. Smith to be manager. Torrington: Mr. H. A. Tresise, from Launceston, to be manager 
on retirement of Mr. W. Hollow. Willesden Green, N.W.: Mr. A. M. C. Campbell to be manager 
on retirement of Mr. H. J. S. Davies. 

Martins Bank—-London—Fenchurch St.: Mr. H. A. Locke, from Moorgate, to be manager; 
Holloway Rd.: Mr. J. A. Howard to be manager; Moorgate: Mr. A. H. Lowe, from Holloway 
Rd.,tobe manager. Dewsbury : Mr.G. K. Dyson, from Sowerby Bridge, to be manager. Haslingden : 
Mr. J. Whittaker to be manager. Hebden Bridge: Mr. C. R. Plucker, from Elland, to be manager. 
Longtown: Mr. S. E. Blacklock, from Carlisle, to be manager. Manchester—Brown St.: Mr. 
R. S$. Woodhouse, front St. Ann’s Sq., to be manager; Moston: Mr. H. Lister, from Manchester 
District Office, to be manager; St. Ann’s Sq.: Mr. S. M. Lee, from Dewsbury, to be manager. 
Midland Bank—Lonxdon, Old Bond St.: Mr. R. E. Bowman, from Palk Mall, to be manager 
on retirement of Mr. C. W. Bonner. Devonport: Mr. D. B. Edwards, from High St., Exeter, 
to be manager on retirement of Mr. H. C. Baker. Eastcote: Mr. J. Manger, from Ealing Broadway, 
to be manager in succession to Mr. W. St. C. Pattinson. Liverpool, Gt. Crosby: Mr. A. S. Kelly 
to be manager of this branch, formerly under the same management as Waterloo branch, Liver- 
pool. Southampton, Shivley: Mr. F. W. Grinstead, from Totton, to be manager on retirement 
of Mr. W. R. S. Barnett. | 

National Provincial Bank—Bethesda: Mr. J. H. Gee, from Deganwy, to be manager. Bishop’s 
Stortford: Mr. K. M. Newton, from Leigh-on-Sea, to be manager. Bury St. Edmunds: Mr. N. H. L. 

Round-Turner, from Bishop's Stortford, to be manager on retirement of Mr. H. L. Oakes., 

Dudley: Mr. G. L. Dean, from Coventry, to be manager on retirement of Mr. I. L. Jones. , ' 
Llanybyther : Mr. S. H. Jones, from St. Clears, to be manager in absence of Mr. W. A. Waters. 
on extended sick leave. Oundle: Mr. E. V. H. Lee, from Northampton, to be manager.on retirer, 
ment of Mr. R. Mitchell. Welshpool: Mr. E. Hughes to be manager. 

Westminster Bank—Boscombe: Mr. C. M. Lodge, from Storrington, to be manager on retire, 
ment of Mr. A. Rideal. Chiswick, Young’s Corner: Mr. E. H. Clacy, from Kilburn, to be manager; 
on retirement of Mr. H. T. Fairhead. I/minstey: Mr. J. G. Steel, from Crewkerne, to be manager 
on retirement of Mr. I. G. Hunt. 

Williams Deacon’s Bank—Mr. R. B. Mallory and Mr. R. G. Upton to be additional assistant 
general managers on retirement of Mr. G. Jagger. 
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Banking Statistics 


Trend of *“* Risk’”’ Assets 


(Figures in italics show percentages of gross deposits) 











Actual Charge in: Advances plus Investments 
(£mn.) (£mn.) Ratio 
Oct. Nov. Dec.-Dec. Jan. Oct. Nov. Dec. fan. 
195! 195% 1951-33 (954 T95t 1953 1953 1954 
Barclays: 
Advances 368.5 371.0 17.5 0.2 ) 

° 29.2 29.3 L 

0 > > ; 
Investments 314.8 425.7 “6.0 ( 54-T 62.2 63.0 63.5 

, A 25.0 33.6 J 

Lloyds: 
Advances 345-2 351.1 50.0 2} 

0/ 

/o 30.2 39-7 , “— 
Investments 279.6 371.2 42.6 i. + 54-6 00.9 59:3 Oty 
° 24-4 32.5 J 

Midland: 
Advances 993.3 2907.1 53-5 3.8 } 

5 29.6 30.2 4 

o “7 a) [> 7 
Investments 3290.4 433.8 $4.3 ag 54-4 90. 57-0 60.5 
% i. 24.9 32.8 J 

National Provincial : 
Advances 290.3 298.1 53.9 2.9 ) 
0 ~ 
35-4 37 +2 ee —_— ‘ 
Investments 165.9 230.9 22.0 — + 55-9 00.0 57.1 Ba 
A 20.2 28.8 J 
Westminster: 
Advances 248.6 249.5 26.7 2.8) 

% 3r.2 31.6 oath! ei 3 
Investments 209.4 263.6 17.7 - > 57*4  59+5 59-9 599 
Pa. | 26.3 33-4 J 

District: 
Advances 60.1 62.6 1.8 - 4.8) 

yA 25.6 26.6 L os , aM 
Investments 71.5 91.6 2.2 - § 56.5 OF.9 OF.3 Fe 

—% 30.5 38.9 J 
Martins: 
Advances 89.0 QI.4 = .9 0.3 ) 

0 2 

° 29.1 29-3 L : . P 
Investments 78.2 102.8 + 18.1 — f 54-6 63.5 61.8 O48 

% .. . 25-5 33.0 J 

Eleven Clearing Banks: 
Advances .. 1,897.0 1,925.2 218.4 12.1 } 

0/ 

%o 30.6 of.2 L as hie 
Investments 1,555.2 2,032.7 +242.5 1.9 { 55-7 61.5 59.5 61.4 

% 25.1 32.9 J 

Trend of Bank Liquidity 

1g5I 1952 1953 1954 

Oct.t Nov. Dec. Oct.t Nov. Dec. Jan. June Oct. Nov. Dec. Jan 

Liquid Assets:* % vf 7% % % ‘70 % % % % % 

Barclays 40.0 32.8 33.8 34.0 34.2 35.8 35-0 33-3 35-0 35-0 34.8 34.3 

Lloyds 40.0 32:8 32.8 33. 33.4 33.8 32.0 33:56 36.0 36.7 36.0 Za 

Midland 40.2 32.8 34.1 34.0 35.6 36.8 35.7 37-5 38.3 37-6. 39.5 Ze 

National Prov. 39.4 30.6 33.7 34-9 36.5 38.8 39.6 33.5 37-2 37-7 39-5 38.6 

Westminster 36.7 30.4 30.8 34.2 34.5 36.5 36.0 36.9 37.6 37-9 37-9 37:3 

District 38.0 30.5 30.4 36.6 38.1 39.3 37.8 34.4 35-7 35-9 35-5 35° 

Martins + 96.8 -33.2 34:5 36.6 37:8. 38.2. 36.3 95.4 93-6 433.8 34.9- 28 
All Clearing 

Banks 39.0 32.0 33.2 34.4 34.4 36.0 35.4 34.6 36.6 36.5 36.8 36.2 

* Cash, call money and bills. + Eve of ‘‘new’’ monetary policy. + After second Funding. 















































































BANKING STATISTICS 179 
Banking Trends over Thirty Years* 
‘“‘ Risk ”’ Assets 
Liquid Assets 
Net Invest- Combined 
Averages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: {mn. {mn. % {mn. {mn. % 
1921 ‘a 1,759 680 38 —- 325 833 64 
ents 1922 1,727 658 37 —_ 391 75° 64 
1923 1,628 581 35 --- 356 761 67 
me 1924 1,618 545 33 — 341 808 69 
1925 1,610 539 32 —- 286 856 69 
1954 1926 1,615 532 32 — 265 892 70 
1927 1,661 553 32 — 254 928 69 
1928 1,711 534 33 — 254 948 68 
63.3 1929 1,745 568 : - 257 991 69 
1930 1,751 596 33 — 258 963 68 
1931 1,715 560 32 — 301 919 69 
1932 1,748 611 34 mee 348 844 67 
1933 1,909 668 34 ~~ 537 759 66 
61.1 1934 1,834 576 31 oe 560 753 7° 
1935 1,951 623 31 7 615 769 69 
1936 2,088 692 32 —- 614 839 68 
1936 2,160 713 32 --- 643 865 68 
1937 2,225 683 30 — 652 954 70 
60.3 1938 2,218 672 30 -— 637 976 71 
1939 2,181 648 29 — 608 991 71 
1940 2,419 785 31 73 666 955 65 
1941 2,863 676 23 495 894 858 59 
1942 3,159 712 22 642 1,069 797 57 
50) .9 1943 3,554 723 20 1,002 1,147 747 52 
1944 4,022 788 19 1,387 1,165 750 46 
1945 4,551 886 19 1,811 1,156 768 41 
1946 4,932 1,280 25 1,492 1,345 888 44 
1947 5,493 1,646 29 1,308 1,474 1,107 46 
59.9 1948 5,713 1,703 29 1,284 1,479 1,320 47 
1949 5.772 1,920 32 983 1,505 1,440 49 
1950 5,811 2,345 39 430 1,505 1,603 52 
1951 5,931 2,308 38 247 1,624 1,822 56 
1952 5,856 2,097 34 — 1,983 1,838 62 
58.8 1951: 
| Oct. 5,981 2,423 39-1 177 1,555 1,897 55-7 
Nov.f 5,973 1,981 32.0 108 2,033 1,925 64.0 
1952: 
Sept. 5,927 2,327 38.0 — 1,921 1,748 59-9 
64.9 Oct. 5,942 2,120 34.4 — 2,142 1,747 63.1 
Nov. 5,974 2,162 35.0 — 2,138 1,744 62.8 
Dec. 6,154 2,327 36.0 — 2,148 1,749 60.4 
1953: 
Sept. 6,095 2,366 37-4 — 2,137 1,662 60.1 
6rd Oct. 6,156 2,334 30.6 — 2,238 - 1,654 61.1 
Nov. 6,194 2,344 36.5 — 2,245 1,676 61.1 
Dec. 6,370 2,460 36.8 — 2,275 1,707 59-5 
1954: 
Jan. ‘4 6,232 2,339 36.2 — 2,277 1,695 61.4 
1954 *Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
bes + Bank statements immediately before and after the launching of the ‘‘new’’ monetary 
Jan. policy and the first special funding operation. 
| by Floating Debt 
' 7 Feb. 21, Jan. 30, Feb. 6, Feb. 13, Feb. 20, 
3 3744 1953 1954 1954 1954 1954 
; 38.6 Ways and Means Advances: £m. £m. m £m. m. 
37.3 Bank of England n es 1.8 a — — = 
. 35,8 Public Departments .. ei 270.8 243-4 236.0 265.7 2903-5 
5 328 Treasury Bills: 
Tender .. ee is 9 2870.0 3060.0 3040.0 3040.0 3040.0 
3 36.2 ae a = 7” 1441.5 1442.6 1362.5 1303.8 1331.9 
a 4740.0 4638.5 4909.5 4665.4 
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At Dec. 31 


Bills— 
1951 
1952 
1953 


Investments- 


1951 
1952 
1953 
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Loans and Deposits— 


IQ5! 
1952 
1953 


Bills Re-discounted— 


195! 
1952 
1953 


Capital and Ress 


IQ5! 
1952 
1953 


Net Profits— 


IQ5I 
1952 
1953 


Years and 
Quarters 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1953 : 
I 


II 
III 


October .. 
November 
December. . 


IV 


1954 : 
January 


* Portion of monthly deficit or surplus settled in gold (in month following each accounting 


period). 


+t Comprising $4,909 millions from U.S. and Canadian credits in 1946-50; $420 millions from 
the I.M.F. in 1947-49; and $325 millions from the South African gold loan of 1948. The annual 
service charges on the U.S. and Canadian loans paid in December of 1951, 1952 and 1953 afe 
included as a debit item. 


rves*— 


Surplus (+) or Deficit (—) 


‘ BIG 


THREE ” 
(¥ millions) 


Union 
150. 
203. 
141. 


Mss 


99.0 
05.4 
I 


97 « 


247-9 
2600.90 
245.0 


25. 
1d. 
10. 


“] Mm bo 


Ss . .) 
S.8 
£000'S 


331-5 


22.0 


367.9 


Discount Market Results, 1951-53 


DISCOUNT HOUSES 


National 


102.9 
Ir5.I1 
ee Oe. 


55°9 
67.8 
75-2 
155-3 
180.4 
186.3 


25.4 
10.1 
10.3 


°5 
.O 
Ss 


1 Gn 


7 


£000's 


300.3 
297.1 
309.6 


* Including carry forward. 








Alexanders 


Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Gold and Dollar 


88.7 


59. 
68. 
144-9 


129.4 
140.6 


ae 
“JI U1 bo 
. oo 
~ 
= 


4.1 
4.1 
43 
£000'S 
140.0 
176.6 
281.6 


Financed by : 





With 


) ah ok Ba 


+ 113 


-t- 


| + 


95 





With 
Other 
Areas 


+ 119 


+ 5 
+ 32 
+- 114 


+ J6I 





Net 


Surplus or 


Deficit 








Io 


American 


Aid 





Special 
Creditst 


+1123 
+ 3513 
+ 805 
+ 168 
+ 45 
— 176 
— 181 
— 181 


Change 
in 


Reserves 


-t 


- 
oe 


220 
618 
223 
168 


+1612 


+ 1 


965 
489 
672 


320 
201 
119 


34 








ahs 


25 


at end of 






Total] 
342.3 
398.8 
327-7 





214.2 
185.6 
240.8 


_ 
won 


Ww ’ 
Ww < 
oO NO“ 


18.2 
18.4 
18.9 
£000’s 
778.4 
795+7 
101g. 1 


Reserves 
Period 


2696 
2079 
1856 
1688 
3300 
2335 
1846 
2518 





2166 


2367 
2486 


2520 
2561 
2518 





2518 





2543 















Total 
342.3 
398.8 
327-7 


—~ 
On 


Ww \ 
Ww < 
oOo N=“ 


serves 
nd of 
riod 


996 
979 
356 
588 
300 
335 
346 
518 


166 


307 
486 


520 
561 
518 


518 








‘precise £853,000. 
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Facts about Dividends and Wages 





Lord Balfour of Burleigh’s Statement 





INCREASES BETWEEN 1938 AND 1952 
IN MILLIONS OF POUNDS 
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DIVIDENDS 


HE annual general meeting of Lloyds 

Bank Limited was held on February 12, 

1954, at the Head Office, 71 Lombard 
Street, London, E.C. 

The Right Hon. Lord Balfour of Burleigh, 
D.C.L., D.L., the Chairman, presided. 

With the concurrence of the members present 
the Report and Accounts and the Statement by 
the Chairman, all of which had been previously 
circulated, were taken as read. 

In moving the adoption of the Report and 
Accounts the Chairman said: 

As I notice a tendency if some quarters to 
make the small increase in dividends recom- 
mended by some bank boards, including our 
own, an excuse for still further pressing wage 
claims, I want as an addendum to my state- 
ment already in your hands to try to bring 
into proper perspective the relative importance 
of wages and dividends in relation to infla- 
tionary pressure. 

The additional dividends declared for 1953 
by the clearing and other banks were con- 
siderably less than /1 million gross: to be 
In the calendar year 1953 
wage increases amounted to £125 millions. And 
remember that the present series of increases 
in bank dividends are the first changes since 
the drastic reductions of more than twenty 
years ago, whereas the £125 millions of wage 
increases are simply the continuance of a 
process that has been going on since 1939. 

Our present dividend of 14 per cent. nominal 
actually represents a smaller money payment 
to a holder liable to tax at the standard rate 
than the 12 per cent. dividend paid in 1938. 
In 1938 a holder of 100 “‘A”’ shares received 
{12 less tax at 5s. 6d., i.e. £8 14s. To-day he 
receives {14 less tax at gs., i.e. £7 148. So he 
isdown {1 even in money terms, and the real 
purchasing power of his present dividend is 
only two-fifths that of the 1938 dividend. The 
yield on an investment in our shares, with the 
(4 per cent. dividend, at a price of 60s. is 4% 
per cent., or in actual cash after deduction of 
tax at gs. just over 24 per cent. 


Wage Inflation 
May I now put the relationship of wages 


WAGES AND SALARIES 


XXVil 







and dividends on a wider setting ? What we 
are concerned with is the weight of money as 
spending power in causing inflation, and the 
facts can surely leave no doubt that any con- 
tribution of higher dividends is quite negligible 
compared with that of wages and salaries. 

The amount of money received as wages in 
1952 was £5,460 millions, and in wages and 
salaries taken together £8,215 millions, com- 
pared with £472 millions in ordinary dividends. 
This means that in 1952 dividends on all 
ordinary shares were something less than 50 
per cent. higher than in 1938; on the other 
hand, salary incomes were about two and a 
half times as great as in 1938 and wages had 
more than trebled. In actual money, the 
increase since 1938 in wages alone was nearly 
twenty-five times as great as the increase in 
ordinary dividends. The increase in wages 
and salaries taken together was thirty-five 
times as great. (See diagram above.) 

It is also a fact that industrial production in 
1952 was no higher than in 1950, yet during 
those two years wage incomes in the relevant 
industries increased by £542 millions, and 
salaries by £153 millions. To adapt a familiar 
advertisement: that’s inflation, that is. 

And while I am unlikely to be asked in this 
company what service the ordinary share- 
holder performs in return for his dividend, it is 
perhaps worth reminding ourselves that he is 
the source of the life-blood of industry, the 
risk capital without which labour could not 
have been set to work in the first instance. 
And without a constant supply of fresh risk 
capital, industry cannot work properly or con- 
tinue to provide full employment. Moreover, 
of the millions of equity shareholders a large 
proportion are people of quite small incomes. 
The average individual holding of the 60,000 
shareholders in our bank is in the “A” shares 
248 and in the “ B”’ stock £56. 

What seems to me so regrettable is that 
attempts are being made in certain quarters 
to engender class bitterness by statements 
about wages and dividends which represent 
the dividend receiver as a profiteer, whereas 
in sober fact it is the wage earner who has been 
the real beneficiary of the inflationary process. 

The Daily Herald has in fact taken pride in 








pointing out in its advertising that the real 
purchasing power of wage earners in 1952 was 
about one-third higher than before the war. 
And that is true even after payment of taxes 
and before making allowance for social security 
benefits. I think it is undeniable that this 
change has been brought about largely at the 
expense of other, and not only the wealthier, 
sections of the population. 

We British are a magnanimous lot and no 
one, I believe, grudges the _ redistribution 
brought about by progressive taxation and 
designed expressly to help the poorest. But 
superimposed upon this process there is con- 
tinuing a further redistribution due purely to 
inflation and benefiting all wage earners as 
such, regardless of the scale of their earnings. 

The wage earner is at heart as magnanimous 
as anyone else, and I believe that if these facts 
could be brought home to him he would 
hesitate before pressing a claim to a still larger 
share of the national income. For that is what 
is involved by any increase in wages without 
a corresponding increase in productivity; for 
example, if wages are raised to meet every rise 
in the cost of living—itself often engendered by 
increased wages—other sections of the popula- 
tion have to meet the bill. 

Unemployment Danger 

It is I think beyond doubt that if the wage 
earners exert their full power they can under 
present conditions, and in the short run, secure 
for themselves a still greater share of the 
national cake. In the light of the facts and 


figures I have just given you that would not 
seem to be a generous course, but in suggesting 
to the wage earner that it would be unwise 
I am thinking less of magnanimity than of his 
own self-interest. For it is the stark truth 
that in our present economic position higher 
costs will, in a period quite short in terms of 
years, price us out of our export markets to 
an extent which, in my opinion at least, will 
create grave unemployment in this country— 
unemployment which no attempt to whip up 
internal purchasing power by cheap money or 
other expedients of the kind could conjure 
away. 

What a wonderful thing it would be if we 
could wake up one morning to find each pound 
buying more; cost of living falling; real wages 
rising automatically. Yet this miracle could 
be brought about quite simply by higher pro- 
ductivity without higher costs. No one has 
more to contribute to, or more to gain by, 
that process than the earner of weekly wages. 
Moreover, he can nowadays rely with certainty 
on his bargaining power to secure for himself 
his full share of any increase in the national 
cake. My point is that—as things are now— 
he cannot safely take more until there is 
firmly and solidly a larger cake to divide, and 
a stable pound in which to draw his weekly 
wage. 

It is a simple recipe; could we not try it? 

The Report and Accounts were adopted and 
the other ordinary business transacted. 

Votes of thanks were passed to the Chairman 
and Directors and to the staff. 
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HABIB BANK Ltd. 





Head Office: KARACHI (Pakistan) 
BALANCE SHEET AS AT 3list DECEMBER, 1953 


(Established 
1941) 





LIABILITIES 








wer = Capital: 
000,000 Shares of Rs. 20 - each 


issued, es and Paid-Up Capital: 
00,000 Shares of Rs. 20 - each 

PO Funds ; 
Deposits 
Amounts in Transit . a 
Bills for Collection as per contra ve 
Banker’s Liability for Acceptances and Guarantees as per contra 
Profit and Loss Account: 

As per Balance Sheet as at 3lsi December, 1952 

Less: Payment of Dividend .. 


Balance ain Forward 
Net Protit for the year 1953 é ss 

Less: Interim Dividend Paid .. 
Contingent Liabilities: 

Pak Rs. 3, - is on Investment in Shares ot Jcint Stock Com- 


panies 


Total Pak Rupees 


Pak Rs. 
| 20,080,000 0 0 


2,810,824 12 9 
1,000,000 0 0 
1,810,824 12 9 
2/866,323 10 11 


+ ———— 


4.677.148 7 8 
1.500.000 0 0 


as. ps. 


Pak Rs. as. ps. 


10,000,000 
10,000,000 
372,706,014 
16,492,238 
14,234,652 ; 
$0,291,755 13 


3,177,148 7 8 








476,901,808 11 6 








ASSETS 





Cash on Hand 
Cash with Bankers 


Investments at Cost or Market Value, whichever is lower 
(a) Government Securities ‘ .. Pak Rs. 236,699, 661 
(b) Municipal and Trustee Securities Pak Rs. |, 246,510 
(c) Shares in Joint-Stock ee Pak Rs. 7,162,552 
(d) Bullion ‘ : . Pak Rs. 4,236,658 
Interest Accrued on Investments wis ‘a +: 
Loans, Overdrafts, Cash Credits and other Sums 
Bills Discounted and Purchased 


—— ee 
wha 
- * @COOWM-: 


PARTICULARS REQUIRED BY AcT VII oF 1913: 
1. Debts considered good and in respect of which the Bank is fully 
secured : 
This amount includes debts fully secured, due by Firms or 
Companies, in which Directors of the Bank are partners or 
Directors . Pak Rs. 2,754,371 13 7 
Debts considered good, secured by ‘the personal liability of one 
or more parties in addition to the personal security of the debtors 
This amount includes Bills Discounted and Purchased 
Pak Rs. 483,649 10 | 
The Liability of Directors or their Firms under this — is 


Debts considered good in respect of which the Bank hes no 
security other than the debtors’ personal security 
Yhis amount includes Bills Discounted and Purchased 
Pak Rs. 1,711,181 4 9 
The Liability of Directors or their Firms under this head is 
Nil 
4. Debts considered doubtful. 
5. Debts considered bad 
6. Debts due by Officers of the Bank other than Directors (fully 
secured) . Pak Rs. 17,536 4 8 
Bills Lodged for Collection as per contra =e 
Customers’ Liability for Acceptances and Guarantees as haat contra .. 
Landed Properties at Cost as at 31st December, 1952 es 
Additions during the year 


Less’ Depreciation for the year 


Furniture and Fixtures: 
Balance as per last Balance Sheet 
Additions during the year 


Less: Depreciation written off up to 
31.12.52 .. Pak Rs. 
Pak Rs. 


717,596 8 9 


Depreciation for the year Massr a2 % 





Stock of Stationery and Stamps 


Total Pak Rupees .. 


Pak Rs. as. ps. 
12,311,432 2 2 
67,662,397 hes 0 


64,508,910 O 2 
12,925,344 13 5 


66,044,676 3 5 


6,649,729 14 1 


4,739,848 12 1 











Nil 
Nil _ 
3,046,356 0 5 
57,659 5 8 
3,104,015 6 1 
78,942 12 8 
2,091,242 7 3 
66.641 6 6 
2,157,883 13 9 


861,133 10 10 








Pak Rs. as. ps. 


79,973,829 10 2 
249,345,384 4 10 


748,904 8 2 


77,434,254 13 7 


14,234,652 3 4 
50,291,755 13 8 


3,025,072 9 5 


1,296,750 
551,204 








=m) ON 
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5 
476,901,808 11 6 
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Statement of Accounts—3Ist December, 1953 


LIABILITIES 


Paid-up Capital 
Reserve Fund .. 
Notes in Circulation * ‘3 
Current, Deposit and Other Accounts 
Acceptances and Engagements 


Coin, Notes, and Balances with Bank of England 
Balances with and Cheques on other Banks 
Money at Call and Short Notice in London 


Bills Discounted 
Investments 


Advances to Customers and other Accounts 
Liability of Customers for Acceptances and Engage- 


ments - +4 + oy 
Bank Premises and other Properties. . 


ASSETS 


1953 1952 

£ £ 
2,441,000 2,441,000 
3,700,000 3,700,000 
20,219,724 18,646,144 
166,408,638 159,852,708 
8,127,689 6,865,352 

£ £ 
21,969,524 20,811,103 
24,739,099 25,447,900 
17,475,000 15,800,000 
202,288 232,531 
85,296,439 78,923,651 
42,195,879 42,544,560 
8,127,689 6,865,352 
1,197,794 1,179,699 





HEAD OFFICE Be 
ABERDEEN (Chief Office) 
EDINBURGH (Chief Office) 
OVERSEAS (Chief Office) 
LONDON (Chief Office) 
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30 St. Vincent Place, Glasgow 
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CLYDESDALE & NORTH OF SCOTLAND 
BANK LIMITED 





Changing Economic Conditions 





Sir Harold E. Yarrow on Prime Importance of Higher Production 





general meeting of shareholders of the 
Clydesdale & North of Scotland Bank 
Limited was held on February Io in the head 
office, St. Vincent Place, Glasgow. 
Sir Harold E. Yarrow, Baronet, C.B.E., 
LL.D., Chairman of the Bank, presided and in 
the course of his speech said: 


Te one hundred and sixteenth annual 


Record Assets 


The annual report and balance-sheet are 
in your hands and I am sure you will share with 
me a feeling of satisfaction in the position 
disclosed. The total assets show an increase of 
over {9 millions compared with 1952 and, with 
the two hundred million mark now passed, 
another landmark in Scottish banking has 
been established. In 1952 our deposits increased 
by over £7 millions and I am pleased to say 
that they have now gone ahead by a further 
{64 millions to a record total of £166,408,638. 
It may be of interest to mention that the 
increase of £134 millions in the past two years 
is greater than the total deposits of the Clydes- 
dale Bank in r911. While the continued growth 
of business activity and the growing inflation 
over the years is largely responsible for the 
increase, we can also claim that the wide service 
which we are now able to offer the public is a 
factor of no small importance. 

The profit for the year shows a moderate 
increase of £39,327, but at £429,495 1s still 
£14,319 less than that recorded for the two 
constituent banks in_ 1938. Salaries and 
general charges continue to rise, but the 
reduction of 6d. per £ in income-tax and the 
income from the larger resources at our disposal 
have resulted in an improved profit margin. 
The rate of dividend and the allocations of 
£32,500 and £100,000 to staff widows fund and 
staff superannuation fund respectively are all 
unchanged, but the increased profit has 
enabled us to allocate £80,000 against £55,000 
to reserve for future contingencies. The result- 
ing carry-forward to 1954 at £199,257 is up 
by £2,187. 

No Grounds for Easy Optimism 

The past year has, on the whole, been one 
of fairly steady recovery from the reduced 
level of activity in 1952. But there are, I fear, 
no grounds for easy optimism; in fact, there 
are grave dangers ahead if we as a nation fail 
to realise the changes now in progress in the 
economic sphere throughout the world. 

One fundamental fact which should be 
stressed is the extent to which we in Britain 
depend for our well-being on trade with over- 
seas countries. Without export trade on a 
large scale we must not only decline in status 
as a world power, but also suffer a serious 
decline in our standard of life. All our efforts 
must surely, therefore, be directed towards 


ensuring that our goods are sold to overseas 
buyers on the largest possible scale. 

Already there are definite indications that 
in some respects Britain is no longer holding 
her ground. The future is thus potentially 
grave. It seems to me, therefore, to indicate a 
serious misconception of the realities of our 
economic position that at this time a general 
movement should be afoot to raise further our 
industrial costs. I can only ascribe this policy 
to the fact that wage increases have been more 
or less regularly secured year by vear, and that 
manufacturers’ order books are still on the 
whole comfortably filled. Full order books, 
like full employment, carry their own dangers 
for the future if they result in constantly rising 
costs. If our prices are not competitive, a time 
will certainly come when replacement orders 
cannot be secured. That time, I suggest, is 
ominously near and in some cases has actually 
arrived. It is, then, surely unwise, to say the 
least, to speed its approach by our own 
deliberate action. The level of wages should 
by this time have regard to the need to secure 
orders in the future rather than being based on 
existing orders which are, in fact, being steadily 
worked off. 

Need for Intensified Effort 

Of prime importance is the need to increase 
production without an increase in costs. 
Indeed, higher production would actually bring 
about a relative reduction in costs—a very 
necessary result—and there can be little doubt 
that without any suggestion of hardship the 
additional effort needed to secure it could easily 
be made. Asa nation we have not of late been 
guilty of overworking. Increased output would, 
moreover, provide the only sound means of 
satisfying the desire for increased earnings. 

To achieve the necessary expansion in 
economic activity, efficiency in organisation 
and intensified effort on the part of everyone 
engaged in industry—employers and employed 
—are absolutely essential if we are to sustain 
the volume of trade which we conduct with 
overseas markets and thus make our future 
secure. In any case, the alternative cannot be 
contemplated lightly, and there are already 
serious indications of a new upward move- 
ment in the costs structure with all that that 
implies. 

I should like to emphasise afresh, however, 
that the remedy is in our own hands. Given an 
appreciation of the dangers ahead, and a 
general determination to advance the national 
rather than any sectional cause, we need not 
despair. Recent years have demonstrated 
afresh the inventive genius of the British 
people, and if this is supported by conscientious 
individual effort throughout the country the 
prospect need not be gloomy. 

The report and accounts were adopted. 
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THE MITSUBISHI BANK LTD. 








The Korean Armistice and the U.S. Economy 









Japan’s Unfavourable Export Situation 









dent, Sosaburo Chigira, for the sixty- 


"Tacs following is the report of the Presi- 
1953 


seventh term of the Bank (April 1, 
—September 30, 1953): 


General Business Conditions 

Business conditions in the United States 
have continued to maintain a_ favourable 
trend following the previous term, but since 
the armistice in Korea signs have gradually 
appeared of a curtailment in national defence 
expenditure, a lowering of operations in the 
steel industry, a fall in the prices of agricul- 
tural products, and a poor consumers’ demand 
for durable goods. Stock market prices have 
declined somewhat, and thus it seems inevit- 
able that some degree of recession in U.S. 
economy may be anticipated. 

On the other hand, in-the United Kingdom, 
West Germany and other West European 
countries, economic conditions have gradually 
been stabilized as a result of their persevering 
endeavours over a long period to rehabilitate 
their national economy, and the international 
balances of payments of these countries have 
conequently been much improved. However, 
a business recession in the United States, 
should such actually develop, would without 
doubt have a serious influence upon these 
countries. 

A survey of domestic conditions reveals the 
stagnancy still persisting in the nation’s export 
activities, reflecting the continued import 
restrictions adopted by the West European 
countries and high commodity prices of the 
nation’s products as compared with those 
abroad. Despite this unfavourable export 
situation, domestic business has remained 
favourable in appearance with an increase in 
production, due to the high level of the special 
demands by the U.S. armed forces in Japan 
and to increased domestic consumption. 


Having so far balanced the unfavourable 
foreign trade by the increased domestic 
demands, an _  over-consumption tendency 
throughout the nation has gradually become 
conspicuous, and the country’s international 
balance of payments has finally shown a deficit 
of U.S. $70 million, even after including pay- 
ments from the special demands, etc., in the 
nation’s revenue, which fact seems to preclude 
any optimistic outlook for the future. 


A survey of the changes in the financial 
conditions during the term shows that the 


The Bank Reverts to its Former Name 
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Government recorded a gross over-absorption 
of Y 62.8 billion, or a net over-absorption of 
Y 60.0 billion if the increase of Y 2.8 billion 
of the Government’s deposits with city banks 
is taken into consideration, which over-absorp- 
tion is mainly attributable to the delay in 
securing approval of the new national budget 
on account of the dissolution of the Diet and 
to the over-absorption of Yen funds into 
the Foreign Exchange Special Account, 
resulting from the stagnant export trade. 

This absorption of funds by the Government 
incidentally exerted pressure upon private 
finances, and the money market has been 
stringent all through this term, resulting in a 
remarkable increase of Y 58.7 billion of the 
Bank of Japan credit extension, which reached 
Y 349.9 billion at the end of the term. Re- 
flecting these circumstances, the Bank of 
Japan note circulation advanced by Y 5.0 
billion to Y 520.9 billion at the end of the 
term. 

The monetary features of city banks as to 
deposits and loans during the term show that 
deposits stood at Y 2,512.2 billion at the end 
of the term, or an increase of Y 178.9 billion 
during the term. The steady increase of 
deposits up to the end of the last term was 
less conspicuous partly due to the _ over- 
absorption of funds by the Government, and 
partly due to the slow-down in the increase of 
corporation deposits. 

City bank loans, on the other hand, advanced 
by Y 257.2 billion to Y 2,518.5 billion at the 
end of the term, due to the enormous demands 
for funds needed to relieve the flood-damaged 
areas and for funds to clear the stockpiles, in 
addition to the seasonal demands for funds to 
finance cocoons and agriculture, besides the 
requirements for equipment funds by the ship- 
building industry, electric power plants, etc. 
Consequently, the over-loan situation of city 
banks has become conspicuous again. 


Record of the Bank 


The Bank increased its paid-up capital to 
Y 2,750 million from Yu1,!1oo million on 
April 1, 1953, with a view to strengthening its 
capital structure, reverted to its former name 
of the Mitsubishi Bank, Ltd., as from July 1, 
and increased the number of its directors by 
five members with a view to reinforcing the 
Bank’s management. 
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Under the above-mentioned circumstances, 
the Bank continued to pursue its traditional 
sound banking policy and to improve its 
business conditions. Deposits and_ loans 
showed a favourable increase, and earnings 
reached the highest recorded in the post-war 
period. 

A comparison of the principal accounts of 
the Bank in recent terms is given in the 
following table: 


Comparative Statement of Principal 
Accounts 
(Unit: Million Yen) 
Sept. 30, Mar. 31, Sept. 30, 
1953 1953 1952 


Deposits -. 174,536 159,784 141,747 
Loans and Bills 

Discounted 151,604 140,274 118,960 
Securities held 19,186 15,146 12,598 
Borrowed Money, 

etc. Fit me 18,359 18,295 14,517 
Capital Funds .. 7,549 4,887 4,500 
Gross Profit for the 

Term .. 5 1,881 1,751 1,669 
(Net Profit) i“ (800) (783) (708) 


Deposits increased by Y 14,752 million 
during the term to Y 174,536 million at the 
end of September, 1953, or an increase of 9 
per cent. over the figures at the end of the 
previous term. The increase of long - term 
deposits was especially remarkable, the total 
of time deposits and government deposits 
accounting for 37 per cent. of the total at the 
end of this term, compared with 35 per cent. 
at the end of the previous term and 32 per 
cent. a year before. The total long-term 
deposits, including deposits at notice and 
other items, accounted for 45 per cent. of the 
total deposits at the end of the term. This 
increase in percentage signifies a further 
stabilization of deposits, and is a factor con- 
tributing to the Bank’s effective utilization of 
its working funds. 

Loans and bills discounted, including those 
for the settlement of import bills, also increased 
by Y 11,329 million to Y 151,604 million at 
the end of the term, or an increase of 8 per cent. 

Loans were mostly extended to manufac- 
turers and commercial and trading firms to 
the extent of four-fifths of the total, the rest 
going to public utilities, the mining industry, 
etc. Having thus met the demand for neces- 
sary funds by almost all kinds of domestic 
enterprises, the Bank has contributed greatly 
to the reconstruction and rehabilitation of 
Japanese economy since the termination of 
the war. 


The Bank’s security holdings at the end of 
September, 1953, stood at Y 19,186 million, 
an increase of Y 4,040 million, or 26 per cent. 
over the figures at the end of the previous term, 
among which corporation debentures rank first 
at Y 11,409 million and Government bonds 
next, these two items accounting for 83 per 
cent. of the total holdings. The balance com- 
prises corporation stocks, U.S. Treasury Bills 
and Japanese Municipal bonds. 


Money borrowed from the Bank of Japan, 


including rediscounted bills and money bor- 
rowed for the settlement of import bills, stood 
at Y 18,359 million, or a slight increase of 
Y 64 million during the term. 


During the term under review, the Bank 
bought a total of U.S. $51.4 million bills, and 
sold U.S. $87.8 million. These figures repre- 
sent 8.8 per cent. and 8.1 per cent. respectively 
of the total value of import and export transac- 
tions handled by the entire foreign exchange 
banks throughout the country during the term, 


In connection with the Bank’s foreign 
activities, the Bank was authorized in July, 
1953, to establish a representative office in 
London, England, where the Bank had a 
branch in pre-war days. 

As mentioned, the business of the Bank 
during the term developed satisfactorily, and 
a gross profit of Y 1,881 million for the term 
was realized, being the highest during the 
post-war period. The net profit was Y 800 
million after reserving Y 1,124 million for 
possible loan losses and fluctuations in prices, 
and Y 144 million for retirement allowances, 
in addition to providing Y 269 million for 
depreciation of loans, securities and movable 
and immovable assets, while Y 456 million 
was withdrawn from these reserves during the 
term. A sum of Y 440 million was transferred 
to legal and special reserves from the net profit. 

Attention may be called to the policy we 
have followed of increasing various reserves. 
Appropriations from the earned profits for all 
these reserves (except reserve for taxes) amount 
to 80 per cent. of the Bank's profit during the 
term, which will further strengthen and increase 
substantially the Bank’s own funds. 


A dividend of 12 per cent. per annum on the 
capital stock continued to be paid for the 
current term, in view of the favourable pros- 
pects for profitable operations in the coming 
periods, even after appropriating a substantial 
sum of the profits for reserves. 

The capital funds of the Bank amounted to 
Y 7,549 million, of which Y 2,750 million is 
paid-up capital as mentioned before, and 
Y 4,799 million is the total capital reserves, 
including surplus funds of the Bank. 


Conclusion 


It is most gratifying that the Bank could 
attain the satisfactory results mentioned with 
the great support of the shareholders, clients 
and the general public, despite various diffi- 
culties encountered during the term. 


However, the international economic situa- 
tion unfortunately still remains unsettled, and 
as a nation largely depending upon overseas 
trade, Japan must anticipate a number of 
difficulties ahead under such circumstances. 


Consequently, it is unnecessary to add that 
careful observation will continue to be paid to 
the trend of events and problems which may 
develop, both domestic and international, and 
that the combined efforts of the staff of the 
Bank will be exerted to foster a sound growth 
of our institution and contribute toward the 
economic development of the nation. 
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